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A  NEW  CREDIT  CRUNCH? 

THE  COST  OF  CREDIT  FOR  CONSUMERS  AND 

SMALL  BUSINESSES  IN  NEW  ENGLAND 


WEDNESDAY,  OCTOBER  12,  1994 

House  of  Representatives, 
Subcommittee  on  Consumer  Credit  and  Insurance, 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  11:10  a.m.,  in  the 
Auditorium,  O'Neill  Federal  Building,  10  Causeway  Street,  Boston, 
MA,  Hon.  Joseph  P.  Kennedy  [chairman  of  the  subcommittee] 
presiding. 

Present:  Chairman  Kennedy. 

Chairman  Kennedy.  The  subcommittee  will  come  to  order. 

We  are  here  in  Boston  today  to  examine  the  cost  of  credit  for 
small  businesses  and  consumers.  In  June  we  looked  at  this  issue 
from  a  national  perspective  in  Washington,  and  today  we  focus  on 
the  cost  of  credit  here  in  New  England. 

Credit  is  the  fuel  of  our  economy.  It  feeds  the  engine  of  economic 
growth.  And  if  credit  is  too  scarce  or  too  expensive,  then  businesses 
cannot  start  and  expand,  and  consumers  cannot  buy  homes  or  cars 
or  other  goods  and  services.  And  those  that  have  purchased  them 
on  the  modern  ARMs  end  up  paying  more  and  more  for  the  same 
good  or  service  or  home  that  they  could  have  purchased  at  a  dif- 
ferent price  many  months  ago. 

New  England  went  through  a  severe  recession  in  1990  and  1991. 
That  recession  was  deepened  by  what  we  called  the  credit  crunch. 
Banks  simply  stopped  lending,  in  part  due  to  their  weak  real  estate 
portfolios  and  in  part  due  to  the  unprecedented  heavy-handedness 
of  bank  and  thrift  regulators.  The  spigot  of  credit  was  turned  off, 
and  we  all  remember  too  well  the  consequences  of  bankruptcies, 
layoffs,  and  the  worst  recession  in  half  a  century. 

I  remember  talking,  Ms.  Minehan,  with  your  predecessor,  Dick 
Syron,  who  was  all  too  familiar  with  some  of  the  policies  that  had 
created  the  credit  crunch  and  was  instrumental  in  bringing  the  at- 
tention of  the  Federal  regulators  at  a  national  level  to  the  relief 
that  was  needed  here  in  Boston  and  throughout  New  England. 

And,  in  fact  it  was  you,  I  think,  who  gave  us  credibility  when  we 
talked  about  an  issue  that  for  all  too  often  Alan  Greenspan  and 
others  denied  even  existed.  I  remember  time  and  time  again  we 
had  hearings  in  Washington  where  we  talked  about  that  credit 
crunch,  and  Mr.  Greenspan  simply  said  that  we  didn't  know  what 
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we  were  talking  about,  he  would  say  there  was  no  such  thing  as 
a  credit  crunch. 

So  today  things  have  changed.  Credit  is  supposedly  flowing 
again,  and  there  are  signs  of  growth  in  the  economy  as  a  whole. 
We  have  seen  people  talking  about  how  the  unemployment  rate  is 
dropping.  Here  in  New  England,  according  to  the  statistics,  it  is 
down,  I  believe,  to  less  than  the  national  average  at  about  5.4 
percent. 

People  hear  these  statistics  about  the  fact  that  bank  lending  is 
up.  They  hear  that  the  number  of  these  loans  is  growing  and  that 
things  are  going  well  here  in  New  England.  But  it  doesn't  deal  with 
what  is,  I  think,  a  pervasive  sense  that  most  people  here  in  New 
England  have,  a  sense  that  things  aren't  going  well.  The  people 
pick  up  the  newspaper  on  almost  a  daily  basis  and  read  that  lit- 
erally thousands  upon  thousands  of  the  best  jobs  in  this  region  are 
simply  evaporating.  They  read  about  the  mergers  in  the  financial 
sector,  the  mergers  in  the  health  care  sector;  two  of  the  greatest 
employers  in  our  region.  They  see  Raytheon  Corp.  and  other  de- 
fense-oriented firms  laying  off  hundreds  and  thousands  of  workers. 

I  read  in  the  newspaper  this  morning  another  defense-oriented 
firm  will  be  eliminating  hundreds  of  more  high-paying  jobs.  You 
look  at  the  failures  of  Wang  and  Digital  Equipment  and  the  like. 
Yet,  somehow  or  another  statistics  are  able  to  suggest  that  the  un- 
employment rate  is  dropping.  I  think  people  sense  that  what  is 
really  happening  is  they  are  out  working  one,  two,  if  not  three  jobs 
a  week.  They  are  working  60  or  70  hours.  Their  wives  or  husbands 
are  out  working  in  order  to  just  be  able  to  make  the  payments  on 
their  mortgage,  to  make  their  payments  on  their  cars,  to  put  food 
on  the  table  or  to  make  their  tuition  payments  for  their  kids. 

And  they  don't  have  a  feeling  that  their  lives  are  any  better. 
They  don't  have  a  feeling  that  things  are  going  well.  In  fact,  there 
is  a  deep  sense  of  foreboding,  in  the  hearts  and  the  guts  of  many 
of  the  people  that  live  in  our  region.  There  is  no  sense  of  confidence 
that  should  go  along  with  the  numbers  that  are  suggested  by  the 
Fed  as  a  cause  for  celebration. 

I  have  lived  in  New  England  through  times  where  unemployment 
rates  have  been  at  10  percent  and  seen  the  same  kind  of  feeling 
and  sense  of  foreboding  that  exists  today,  when  your  statistics  are 
telling  you  that  the  unemployment  rate  is  much,  much  less  than 
what  it  has  been. 

Anybody  who  has  spent  time  going  around  to  places  like  Lowell 
and  Lawrence,  going  and  visiting  New  Bedford  and  Fall  River, 
looking  at  Brockton,  Massachusetts,  and  other  working-class  cities 
around  this  State  sense  that  somehow  whatever  statistics  you  are 
gathering  don't  capture  what  they  are  up  against. 

I,  certainly,  can  verify  that  in  my  own  district.  In  places  like 
Roxbury  and  Dorchester  and  Chelsea,  Massachusetts,  and  parts  of 
Somerville  and  Cambridge,  there  are  people  who  feel  that  the  un- 
employment rates  in  their  neighborhoods  are  much,  much  higher 
than  the  5V2  percent  or  so  that  are  suggested  by  the  statistics  that 
you  cite. 

So  the  purpose  of  this  hearing  is  to  try  to  get  at  that,  to  try  to 
understand  more  clearly  what  has  happened  to  our  economy;  and, 
to  understand  why  these  actions  are  being  taken  by  the  Fed  over 


and  over  again  to  try  and  somehow  deal  with  what  Greenspan  con- 
tinues to  insist  is  controlling  the  rise  of  these  long-term  rates  and 
keeping  them  down,  when  in  fact  we  have  seen  them  go  up.  At  the 
same  time,  we  have  seen  those  rates  skyrocketing,  five  separate 
times.  And  any  time  there  is  even  the  smallest  sense  that  the  econ- 
omy is  starting  to  grow,  the  Fed  comes  in  with  a  series  of  subtle 
signals  that  indicate  that  they  are  going  to  once  again  raise  the  in- 
terest rates,  which  has  the  ability,  as  we  saw  last  week,  to  lead  to 
serious  decline  in  the  stock  market's  value  day  in  and  day  out.  As 
soon  as  the  Fed  backs  off  and  doesn't  say  anything,  we  see  the 
stock  market  start  to  rise  again. 

So  it  poses  a  question  for  ordinary  citizens  that  maybe  it  is  the 
Fed  that  is  out  of  touch  and  out  of  step  with  where  we  want  to  be 
as  a  society,  that  the  very  reasons  Greenspan  suggests  for  keeping 
long-term  rates  down  by  raising  short-term  rates  has  not  worked. 
Thus,  the  strategy  itself,  with  its  stated  purposes  is  simply  not 
working,  that  all  it  is  doing  is  drying  up  the  ability  of  the  smaller 
businesses  to  go  out  and  create  iobs  in  the  places  most  devastated 
by  high  unemployment  and  small  businesses'  lack  of  ability  to  grow 
and  prosper. 

I  have  also  worked  very  hard  to  try  to  make  sure  that  we  get 
small  business  growth  and  development,  bank  lending,  credit  union 
lending,  and  other  forms  of  lending  on  an  equitable  basis,  through- 
out the  entire  society  rather  than  just  in  isolated  pockets  where  it 
is  easier  for  lending  to  take  place.  I  hope  that  we  can  work  together 
to  make  certain  that  there  isn't  prejudice  in  our  lending  policies  in 
this  country,  and  that  we  can  find  ways  of  making  certain  that  not 
just  banks  but  other  institutions  are  a  part  of  the  solution  as  well. 

[The  prepared  statement  of  Chairman  Kennedy  can  be  found  in 
the  appendix.] 

I  want  to  welcome  you  again  to  the  subcommittee  hearing  this 
morning.  I  am  looking  forward  to  your  testimony,  and  I  look  for- 
ward to  asking  you  some  questions  afterwards,  too.  Thank  you. 

STATEMENT  OF  CATHY  E.  MINEHAN,  PRESmENT,  FEDERAL 
RESERVE  BANK  OF  BOSTON 

Ms.  MiNEHAN.  Thank  you,  Mr.  Chairman. 

I  am  pleased  to  present  my  own  views  and  the  views  of  the  Fed- 
eral Reserve  Bank  of  Boston  on  the  important  issues  you  have 
raised  on  the  cost  of  credit  to  consumers  and  small  businesses  in 
New  England.  These  issues  are  especially  important  given  the  re- 
gion's recent  economic  history.  And  I  know  you  were  involved  with 
Dick  Syron  deeply  in  the  resolution  of  the  problems  associated  with 
the  credit  crunch,  and  I  think  the  region  owes  you  a  debt  of  grati- 
tude for  that,  Mr.  Chairman. 

The  Massachusetts  economy  continues  in  a  pattern  of  slow, 
steady  growth.  Since  the  bottom  of  the  recession  2  years  ago,  some 
155,000  net  new  jobs  have  been  created,  and  our  recent  rate  of  em- 
ployment growth  is  virtually  the  same  as  the  Nation  as  a  whole. 

A  variety  of  other  indicators  also  signal  respectable  growth — ex- 
panded help-wanted  sections  in  newspapers,  overtime  work  in  the 
manufacturing  sector,  rising  business  incorporations,  higher 
consumer  spending,  more  housing  activity,  increasing  per  capita  in- 
come. And  I  am  pleased  to  note  that  while  the  economy  is  growing. 


local  rates  of  inflation  have  been  kept  under  control  and  real  in- 
come growth  has  been  stronger  here  in  Massachusetts  than  that  for 
the  Nation  as  a  whole. 

These  signs  of  improvement  deserve  more  attention  than  they 
have  received.  They  are  tangible  indicators  of  economic  progress. 
But  I  recognize  that  the  purpose  of  this  hearing  is  not  to  congratu- 
late ourselves  on  economic  growth  but  rather  to  address  certain 
concerns  as  to  the  breadth  and  durability  of  that  recovery  or  that 
growth. 

I  will  address  three  issues  in  this  regard.  First,  what  have  the 
trends  been  as  to  the  affordability  and  availability  of  credit  to 
small  businesses  and  consumers  in  New  England?  Second,  if  the  in- 
dicators suggest,  as  I  think  they  do,  that  growth  is  solid  and  credit 
is  affordable  and  available,  why  don't  residents  feel  better  about 
the  economy?  And,  finally,  what  is  the  effect  of  rising  interest  rates 
on  the  prospects  for  continuing  economic  recovery? 

First,  it  should  be  noted  that  both  the  affordability  and  availabil- 
ity of  credit  to  consumers  and  small  businesses  have  national  as 
well  as  local  components.  Consumers  typically  borrow  using  credit 
cards,  mortgage  and  home  equity  loans  and  auto  loans.  They  may 
enter  into  these  debt  arrangements  with  local  banking  or  financial 
institutions,  but  national  secondary  markets  exist  for  all  these 
types  of  credits. 

Increasingly,  larger  shares  of  auto  loans,  credit  card  receivables, 
and  mortgage  loans  are  securitized.  This  process  has  enabled  banks 
and  other  traditional  lenders  to  households  to  continue  to  originate 
consumer  loans  even  when  they  might  be  themselves  unable  to 
profitably  fund  those  loans. 

In  addition,  the  securitization  process  has  meant  that  the  rates 
available  to  consumers  are  based  on  national  markets.  Rates  on 
auto  loans  and  credit  cards  have  come  down  substantially  since  the 
early  1990's,  as  documented  in  Governor  Lindsey's  testimony  to 
you  on  this  matter  in  June. 

As  he  noted  then,  and  this  continues  to  be  the  case,  consumer 
spending  has  fueled  the  national  economic  recovery.  Favorable  bor- 
rowing conditions  have  contributed  to  this  growth  in  spending, 
which  has  been  accompanied  by  growth  in  consumer  installment 
and  mortgage  debt.  Borrowing  conditions  should  remain  suffi- 
ciently favorable  to  maintain  continued  expansion  in  consumer 
spending,  but  the  pace  will  moderate  and  the  composition  will 
shift. 

Some  consumer  rates  respond  more  rapidly  to  general  market 
rates  than  others,  and  some  forms  of  spending  are  more  sensitive 
to  interest  rates  than  others.  Rates  on  credit  cards  are  especially 
sticky.  Mortgage  rates,  in  contrast,  are  responsive,  and  higher 
mortgage  rates  have  resulted  in  a  leveling  off  of  housing  activity 
both  nationally  and  in  Massachusetts. 

For  small  businesses,  both  the  cost  and  availability  of  debt  is 
more  locally  determined.  However,  since  the  credit  crunch  of  the 
last  recession  which  severely  restricted  small  business  lending  in 
New  England,  markets  for  such  credit  have  become  more  competi- 
tive. Larger  institutions  have  announced  an  increased  focus  on 
small  business  lending,  smaller  banks  also  appear  to  be  quite  ac- 


tive,  and  we  hear  numerous  anecdotes  indicating  that  lending 
terms  are  increasingly  competitive. 

In  Massachusetts,  small  business  lending  has  grown  about  10 
percent  over  the  past  year,  despite  increases  in  the  prime  rate  to 
which  rates  on  many  small  business  loans  are  tied.  Thus,  both  the 
broader  economic  data  and  data  on  consumer  and  business  borrow- 
ing suggests  solid  economic  growth  in  New  England. 

Why  is  it  that  some  people  sense  things  are  not  as  good  as  they 
might  be?  An  improvement  definitely  has  taken  place  over  the  last 
2  years  in  how  people  in  New  England  rate  current  economic  condi- 
tions, but,  over  this  same  time  period,  national  consumer  con- 
fidence has  risen  nearly  twice  as  sharp.  Organizations  like  the  Uni- 
versity of  Massachusetts  at  Lowell  and  the  Bank  of  Boston  take 
polls  of  local  businesses.  These  barometers  continue  to  show  im- 
provement, and,  if  anything,  they  indicate  that  business  leaders 
are  more  confident  than  those  polled  in  the  consumer  surveys. 

You  have  noted  this  consumer  issue,  and  I  must — I  believe,  as 
I  think  you  do,  that  a  lot  of  consumer  reticence  relates  to  the  fact 
that  the  recession  here  was  long  and  deep.  In  Massachusetts,  pay- 
roll employment  started  falling  in  early  1989,  more  than  a  year 
ahead  of  the  Nation.  Between  the  end  of  1989  and  the  summer  of 
1992,  payroll  employment  in  our  State  fell  by  11  percent.  Nation- 
ally, the  decline  was  less  than  2  percent.  So  while  we  have  had  a 
reasonably  good  recovery  in  Massachusetts,  payroll  employment  re- 
mains below  its  previous  peak.  In  contrast,  the  national  economy 
is  fully  recovered  and  is  now  in  an  expansionary  phase. 

The  composition  of  employment  growth  also  differs  from  previous 
New  England  recoveries,  and  this  difference  has  probably  contrib- 
uted to  skepticism  as  well.  Growth  has  been  dominated  by  services. 
Manufacturing,  which  historically  played  a  major  role  in  powering 
recoveries,  has  not,  on  net,  been  a  source  of  new  jobs  in  Massachu- 
setts. Manufacturing  employment  certainly  declined  in  the  reces- 
sion, and  while  it  has  grown  a  little  over  the  past  5  months,  some 
of  our  companies  are  still  cutting  their  work  forces,  as  you  have 
noted. 

This  pattern  has  a  number  of  implications.  First,  it  raises  ques- 
tions about  job  quality.  Some  of  the  very  highest  paying  jobs  are 
in  services,  but  there  are  also  a  lot  of  low-paying  jobs  there  as  well. 
Moreover,  the  skills  needed  to  earn  high  wages  in  services  are  not 
necessarily  the  ones  that  lead  to  high  pay  in  manufacturing.  So 
even  if  the  jobs  are  equally  good,  the  people  who  get  the  good  jobs 
may  not  be  the  same. 

Additionally,  manufacturing  firms  tend  to  be  larger  than  services 
companies.  Employment  cuts  at  manufacturing  firms  involve  large 
numbers  of  people  at  a  time  and  tend  to  be  widely  publicized.  In- 
deed, at  least  in  New  England,  some  of  the  companies  that  have 
been  cutting  back,  as  you  have  mentioned,  were  in  the  past  bea- 
cons of  technical  progress  or  innovation.  Their  continued  difficulties 
are  a  blow  to  the  collective  self-confidence  of  the  region. 

Moreover,  Massachusetts  residents  are  also  aware  that  cuts  in 
defense  spending  and  market  pressures  on  health  costs  have  been 
and  will  continue  to  be  more  strongly  felt  here  in  terms  of  perma- 
nent job  losses.  In  contrast,  the  growth  that  is  occurring  is  highly 
dispersed  and  not  very  visible — a  few  jobs  here,  a  few  jobs  there. 


As  a  consequence,  people  are  acutely  conscious  of  what  is  going 
wrong  but  not  of  what  is  going  right. 

Let  me  now  turn  to  the  role  of  interest  rates  and  economic 
growth.  Back  in  January,  the  Federal  funds  rate  was  3  percent,  the 
prime  was  6,  and  the  rate  on  fixed-rate  mortgages  was  about  7. 
Today,  those  rates  are  4.75,  7.75,  and  roughly  9  percent  respec- 
tively. 

The  economies  of  Massachusetts  and  the  Nation  have  had  suffi- 
cient momentum  to  move  forward  despite  these  interest  rate  in- 
creases. And  if  the  national  economy  continues  to  expand,  as  most 
analysts  believe  it  will  in  1995,  not  at  the  same  rate  as  it  did  this 
year  but  an  acceptable  rate  of  growth  in  1995,  the  Massachusetts 
economy  and  the  economies  of  other  New  England  States  should 
follow.  Moreover,  to  the  extent  that  national  monetary  policy  is 
successful  in  promoting  solid,  noninfiationary  growth  for  the  Na- 
tion as  a  whole,  addressing  the  region's  longer  term  structural  is- 
sues may  be  easier. 

We  must  look  for  solutions  that  build  an  employment  base  with 
the  skills  that  are  needed  for  the  jobs  that  are  now  being  created. 

And  make  no  mistake,  those  jobs  are  there.  Like  you — well,  not 
like  you.  I  am  a  newcomer  to  this  job  so  I  haven't  done  as  much 
traveling  around  the  region  as  you  have,  traveling  around  the 
State  as  you  have,  but  I  have  been  traveling.  Over  the  past  2 
weeks,  I  have  met  personally  with  small  businessmen,  corporate 
executives,  university  administrators,  and  public  service  providers 
all  over  Massachusetts.  About  30  to  40  percent  of  them  plan  to  hire 
in  the  coming  months.  And  some  reported  labor  shortages,  particu- 
larly in  skilled  labor  such  as  auto  technicians,  truck  drivers,  com- 
puter specialists,  and  the  like. 

In  Springfield  last  week,  I  had  the  opportunity  to  tour  the 
Springboard  facility  which  typifies  much  of  what  is  going  on  in 
Massachusetts  today.  Located  in  a  former  Digital  manufacturing 
facility,  Springboard  repairs  computer  hard  drives  and  has  doubled 
the  job  base  of  its  small  service  firm  from  about  75  to  150  employ- 
ees. While  these  75  new  service  jobs  alone  will  not  offset  the  loss 
of  the  Digital  plant  to  the  Springfield  area,  many  firms  each  follow- 
ing the  Springboard  model  may  do  just  that. 

Springboard  reports  that  it  is  doing  its  own  training  now,  but,  for 
the  future.  New  England  needs  programs  to  train  and  retrain 
workers  for  the  skilled  jobs  that  are  available  now  and  will  become 
available  in  the  future. 

We  also  know  that  while  stronger  growth  feels  better  in  the  short 
run,  it  can  have  damaging  consequences  over  time.  New  England 
of  the  1980's  in  fact  provides  an  extreme  but  useful  example  of  the 
dangers  of  too  rapid  growth. 

During  that  time,  the  unemployment  rate  fell  to  3  percent. 
Wages  and  other  costs  rose  faster  in  this  region  than  elsewhere, 
undermining  the  competitive  position  of  New  England  businesses 
and  setting  us  up  for  problems  in  the  long  run.  Real  estate  prices 
soared,  encouraging  speculation  and  further  price  increases.  When 
that  speculative  bubble  burst,  as  it  inevitably  must,  real  estate  val- 
ues dropped,  bank  capital  suffered,  precipitating  a  round  of  fail- 
ures, and  all  of  New  England  suffered.  It  may  have  been  great 


while  it  lasted,  but  the  aftermath  was  devastating.  It  is  possible  to 
have  too  much  of  a  good  thing. 

In  closing,  let  me  note  that  we  at  the  Boston  Federal  Reserve 
Bank  are  aware  that  economic  progress  in  Massachusetts  has  been 
uneven.  We  don't  just  look  at  the  data.  While  the  overall  unemploy- 
ment rate  is  quite  low,  there  are  pockets  of  high  unemployment  in 
certain  parts  of  this  State  and  in  certain  neighborhoods  within 
more  prosperous  metropolitan  areas.  We  remain  committed  to  ex- 
panding economic  opportunities  in  these  locations.  We  remain  com- 
mitted to  working  with  you  on  CRA  endeavors.  And  we  remain 
committed  to  helping,  through  our  own  powers  and  responsibilities 
or  through  our  cooperation  with  national,  State,  and  local  govern- 
ment agencies  and  private  organizations. 

Thank  you  for  this  opportunity  to  comment,  Mr.  Chairman. 

[The  prepared  statement  of  Ms.  Minehan  can  be  found  in  the 
appendix.] 

Chairman  Kennedy.  Well,  thank  you,  Ms.  Minehan,  for  your 
testimony. 

First  of  all,  I  want  to  thank  you  very  much.  Is  this  the  first  hear- 
ing that  you  have  had  here  in  New  England  since  you  have  taken 
over  officially? 

Ms.  Minehan.  Yes,  it  is. 

Chairman  Kennedy.  It  is.  So  as  someone  who  has  long  felt  that 
it  would  be  helpful  to  have  someone  of  your  background  in  the  Fed, 
I  am  delighted  that  you  have  chosen  to  join  us  here  this  morning. 

I  also  want  to  say  that  I  do  think  it  is  important  for  the  people 
of  our  region  to  have  a  sense  of  where  you  are  coming  from  in 
terms  of  how  you  view  your  role  the  head  of  the  Fed  here  in  the 
New  England  region. 

I  think  that,  as  your  testimony  itself  points  out,  there  have  been 
particular  problems  that  our  region  has  faced.  Some  of  them  have 
been  induced  by  bank  regulators  over  the  course  of  the  last  several 
years.  Others,  when  we  look  back  with  the  clarity  of  time,  it  would 
appear  as  though  some  of  these  problems  resulted  when  the  unem- 
ployment rate  was  3  percent  and  the  real  estate  market  was  sky- 
rocketing and,  maybe,  that  could  or  should  have  been  anticipated 
by  the  Fed  and  others. 

Not  that  I  am  looking  to  blame,  but  I  do  remember  having  a  con- 
versation one  day  with  Frank  Morris,  and  old  friend  of  President 
Kennedy,  who  said  to  me,  in  a  quiet  way,  that  there  is  no  way  this 
thing  can  last,  that  there  are  going  to  be  problems  down  the  road. 

I  remember  sitting  with  an  old  Member  of  Congress  in  Washing- 
ton, DC,  when  the  value  of  the  homes  next  to  mine  in  Brighton  had 
gone  up  over  100  percent  in  about  5  years.  He  said,  you  know,  all 
those  houses  that  are  next  to  you  that  have  all  these  huge  price 
increases  aren't  going  to  last.  And  I  said,  what  do  you  mean?  And 
he  said,  look,  could  everybody  in  your  neighborhood  buy  back  their 
houses  for  the  price  that  they  are  being  sold  at  today?  And  I  said, 
no  way.  And  he  said,  well,  that  tells  the  story.  If  you  can't  do  that, 
then  something  is  wrong  with  the  real  estate  market. 

So  there  were  some  indications  that  there  were  problems  back 
then,  in  the  1980's.  I  think  it  is  important  that  while  we  face  these 
particular  problems  in  the  1990's,  we  know  that  somebody  in  your 
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position  is  going  to  be  fighting  for  our  region.  I  say  that  because 
I  think  there  are  different  conditions  in  other  regions. 

I  was  out  2  or  3  weeks  ago  in  the  State  of  New  Mexico  where 
they  have  about  a  3  percent  unemployment  rate.  Real  estate  mar- 
kets are  skyrocketing.  All  the  people  out  there  are  very  worried, 
though.  The  guy  who  was  running  for  Governor  said,  listen,  what 
they  are  really  worried  about  is  mflation,  because  the  traditional 
people  that  have  lived  in  the  State  of  New  Mexico  are  going  to  be 
priced  out  of  the  real  estate  market.  They  wouldn't  be  able  to  keep 
up  with  everybody  coming  in  from  Hollywood  and  every  place  else. 

So  there  is  a  serious  difference  between  the  problems  that  they 
are  facing  and  the  problems  that  we  are  facing.  It  is  important  that 
people  from  our  region  know  that  you  are  going  to  be  somebody 
who  is  going  to  be  fighting  Alan  Greenspan's  policies  and  the  Fed's 
policies  with  regard  to  inflation. 

Let  me  just  read  you  a  couple  things  that  I  had  heard  and 
wanted  to  just  try  to  get  out  on  the  record. 

In  February,  Chairman  Greenspan  said  that,  quote,  the  test  of 
a  successful  monetary  policy  is  our  ability  to  limit  the  upward 
movement  of  long-term  rates,  unquote.  He  said,  nothing,  I  might 
add,  about  the  inflationary  threat  at  that  time. 

So  the  Fed  raised  the  short-term  rates  as  a  way  to  lower  long- 
term  rates.  That  is  what  he  said  he  was  going  to  do,  and,  lo  and 
behold,  long-term  rates  then  shot  through  the  roof  A  30-year  mort- 
gage has  moved  up  two  points  in  less  than  a  year.  So,  by  the  chair- 
man's own  test,  the  Fed's  decision  to  raise  short-term  rates  has 
been  a  failure. 

Then  in  late  May,  Mr.  Greenspan  said  that  the  Fed's  rate  in- 
creases were  needed  because  of  rapid  economic  growth,  that  that 
growth  had  showed  no  sign  of  letting  up  and  threatened  to  cause 
inflation.  But,  just  1  week  later,  unnamed  Fed  officials  backed  off 
from  Greenspan's  rationale,  saying  that  in  fact  growth  had  slack- 
ened in  the  second  quarter.  Still,  the  Fed  raised  its  rates. 

Now  the  Fed  seems  to  be  saying  again  that  inflation  lurks  in  the 
shadows  and  that  the  rates  must  be  raised  to  keep  it  fi-om  attack- 
ing the  economy.  But  inflation  is  at  the  lowest  levels  it  has  been 
in  30  years.  And,  though  unemployment  has  dropped,  wages  have 
increased,  according  to  your  own  testimony,  only  2.7  percent  in  the 
last  year,  and  competition  has  increased  productivity  and  kept 
prices  down. 

There  are  regional  economies,  it  seems  to  me  in  this  country.  At 
this  stage  for  our  region,  I  believe  that  we  want  to  have  somebody 
who  is  fighting  at  tne  Open  Market  Committee  to  make  certain 
that  we  keep  our  rates  down.  Will  you,  in  fact,  be  an  advocate  for 
keeping  lower  rates  as  part  of  your  position  at  the  Open  Market 
Committee? 

Ms.  MiNEHAN.  I  don't  believe  that  I  can  give  you  a  forward  com- 
mitment on  where  I  am  going  to  place  my  vote  when  I  become  a 
voting  member  because  I  will  do  that  using  my  best  judgment 
about  what  is  necessary,  both  for  New  England  and  for  the  country 
as  a  whole.  Because  when  the  Open  Market  Committee  meets,  it 
is  setting  national  economic  policy. 

I  can  commit  to  you  that  the  members  of  the  Open  Market  Com- 
mittee will  know  of  the  conditions  in  New  England,  but  together 


the  members  of  the  Open  Market  Committee  must  set  national 
monetary  policy. 

Chairman  KENNEDY.  I  understand,  but  that  is  a  little  bit  like 
saying  we  in  the  Congress  have  to  set  national  policy. 

You  know,  I  understand  very  clearly  the  difference  between  set- 
ting national  policy  and  looking  out  for  my  region.  I  would  hate  to 
think  that  we  have  entered  a  phase  where  all  we  are  going  to  do 
is  look  after  national  policies  and  ignore  the  very  real  pressures 
that  are  being  faced  here  locally. 

So  I  think  that  it  is  a  reasonable  question  to  suggest  that  we 
have  got  to  be  paying  primary  attention,  given  the  fact  that  you  are 
representing  our  region,  to  the  problems  that  we  are  facing  ri^ht 
here.  I  don^  think,  that  if  you  look  at  it,  the  problem  of  inflation 
or  long-term  interest  rates,  if  that  is  where  people's  concerns  lie, 
justify  a  raise  in  the  short-term  rates. 

Ms.  MiNEHAN.  I  fully  understand  your  point,  Mr.  Chairman,  and 
I  understand  the  depth  of  your  concern  about  the  health  of  the  re- 
gion, and  I  feel  very  similarly  that  the  health  of  the  region  is  ex- 
traordinarily important.  The  Boston  Fed  remains  committed  to 
doing  what  it  can  to  help  promote  economic  development  within  the 
region,  fair  lending  in  the  region,  and  we  will,  I  can  assure  you, 
make  known  situations  as  they  occur  in  New  England  to  everyone 
involved  in  the  setting  of  national  monetary  policy. 

Credit  markets,  however,  are  national.  And  when  we  are  in- 
volved in  Open  Market  operations  and  Open  Market  policy,  we  are 
dealing  with  national  credit  markets. 

Chairman  Kennedy.  Of  course,  I  understand  that.  I  am  not  try- 
ing to  suggest  for  one  second  we  go  to  regionalization  of  credit  mar- 
kets, but  I  do  think  that  we  need  to  have  a  strong  voice 

Ms.  MiNEHAN.  Yes. 

Chairman  Kennedy.  In  Washington  advocating  for  our  particu- 
lar region's  needs.  I  think  that  is  a  fair  request  on  our  part  of  your 
sense  of  obligation. 

Ms.  MiNEHAN.  It  is  an  extraordinarily  fair  request,  Mr.  Chair- 
man. I  don't  think  I  would  have  gotten  this  job  had  I  not  been  able 
to  convince  several  layers  of  people  that  I  would  be  willing — more 
than  that,  I  was  absolutely  determined  to  be  a  voice  lor  New 
England. 

Chairman  Kennedy.  Good. 

Ms.  Memehan.  But  I  have  to  say  that  I  say  that  in  a  sense  of  not 
making  any  future  commitments  about  voting  policy. 

Chairman  Kennedy.  Well,  OK.  I  am  not  going  to  get  the  commit- 
ment out  of  you,  but  I  hope  we  get  the  general  direction  out  of  you. 

Now,  let  me  ask  you  a  couple  of  other  questions  here. 

One  concerns  the  whole  issue  of  these  sort  of  high  visibility  man- 
ufacturing jobs  being  replaced  by  other  jobs.  Do  you  have  statistics 
that  tell  us  that,  in  fact,  the  jobs  that  we  have  lost  were  higher 
paying?  I  think  that  people's  instinct  is  that  they  were  better  jobs, 
that  tney  paid  more  than  the  jobs  that  are  replacing  the  old  jobs. 
Is  there  any  overall  indication  that  that  is  true? 

Ms.  MiNEHAN.  A  couple  of  different  aspects  to  that  question. 

First  of  all,  as  I  mentioned  in  my  testimony,  in  the  services  cat- 
egory, you  have  some  of  the  very  highest  paid  jobs — computer  pro- 
grammers,  software  specialists.   People  who  do  consulting  work, 
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supply  business  services  in  general  can  be  very  highly  paid  people, 
very  highly  educated  people,  very  professional,  and  earn  very  high 
wages. 

At  the  low  end  in  the  services  category  are  jobs  such  as  window 
washers  and  a  variety  of  other  jobs  that  are  not  as  well  paid,  cer- 
tainly are  among  the  lowest  paia. 

Chairman  Kennedy.  Well,  obviously,  listen,  all  of  us  are  going 
to  know  that  that  is  true,  but  generally  speaking,  what  is  going  on? 

Ms.  MiNEHAN.  Overall  wages  and  income  are  rising.  And  they 
are  rising  here,  I  believe,  at  a  little  bit  better  than  tne  national 
pace  overall.  That  indicates  that,  on  average — and  averages  hide  a 
lot  of  things — but  that,  on  average,  people  here  in  New  England 
are — have  income,  personal  income,  that  is  rising  at  a  faster  rate 
than  people  in  other  areas  of  the  country.  Not  a  great  deal  faster, 
but  somewhat  faster,  and  that  is  consistent  with  the  idea  that  the 
move  to  services  has  perhaps  produced  jobs  that — more  jobs  at  the 
higher  end  than  there  are  at  the  lower  end. 

Chairman  Kennedy.  Do  you  believe  that? 

Ms.  Minehan.  What  I  need  to  mention  to  you  is,  though,  that  the 
same  people  that  used  to  get  jobs  in  recovery  in  manufacturing 
that  were  considered  to  be  good  jobs,  reasonably  well  paving,  had 
benefits  and  so  forth,  are  probably  not  the  people  who  in  tnis  recov- 
ery are  getting  the  high-end  jobs  in  the  services  category.  To  the 
extent  that  they  are  getting  jobs  after  this  recovery,  they  are  prob- 
ably getting  jobs  at  the  low  end.  On  average,  our  income  is  rising, 
but  the  same  people  are  not  getting  jobs  out  of  this  recovery  that 
mav  have  in  earlier  recoveries. 

So  people  in  your  districts  in  some  of  the  poorer  communities 
probably  are  not  experiencing  this  recovery  in  the  same  way  as 
computer  programmers,  software  consultants,  and  so  forth  who  are 
also  getting  jobs  during  this  recovery. 

Chairman  Kennedy.  See,  it  sounds  hollow.  It  doesn't  sound  right 
to  me.  I  think  that,  if  anything,  that  the  service  sector  jobs  that 
affect  unemployment  in  the  poorer  communities  actually  increase 
their  income.  Because  they  don't  have  jobs  now,  even  if  they  get  a 
job  at  a  McDonald's  they  are  going  to  have  a  little  bit  more  money 
than  they  did  before. 

The  problem  is  that  you  have  got  a  whole  range  of  people  out 
there  that  have  been  laid  off.  What  I  read  the  other  day  is  that  we 
had  lost  10  percent  of  our  manufacturing  jobs  in  the  last  4  years. 

Ms.  Minehan.  Sounds  about  right. 

Chairman  Kennedy.  And  about  30  percent  of  our  manufacturing 
jobs  in  the  last  10  years? 

Ms.  Minehan.  Yes. 

Chairman  Kennedy.  Yes,  OK  So 

Ms.  Menehan.  Overall,  manufacturing  has  gone  from  something 
like  25  to  30  percent  of  the  jobs  in  New  England  down — it  is  ex- 
pected to  go  down  in  the  range  of  15  percent  of  the  jobs. 

Chairman  Kennedy.  Now,  I  just  can't  believe  that.  I  am  sure 
there  are  some  jobs  out  there  for  part-time  computer  consultants 
but  where  are  these  jobs?  When  we  say  that  they  are  being  created 
in  the  service  sector,  what  is  growing? 

Ms.  Minehan.  Small  firms. 

Chairman  Kennedy.  Doing  what? 
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Ms.  MiNEHAN.  I  mentioned  Springboard,  for  example,  and  we 
know  Springboard  started  small,  is  still  small  by  anybody's 
measurement. 

Chairman  Kennedy.  What  does  it  do? 

Ms.  MiNEHAN.  It  repairs  computer  hard  drives.  It  employs  peo- 
ple  

Chairman  Kennedy.  Computer  hard  drives  used  to  need  to  be  re- 
paired before,  right? 

Ms.  MiNEHAN.  They  were  serviced  by  original  equipment 
manufacturers. 

Chairman  Kennedy.  So  by  IBM  or  Digital  or  Wang. 

Ms.  MiNEHAN.  Right. 

Chairman  Kennedy.  So,  basically,  Wang 

Ms.  MiNEHAN.  Springboard  is  taking  over  as  a  servicer. 

Chairman  Kennedy.  But  when  Springboard  takes  over  as  a 
servicer  for  Wang  or  Digital  or  IBM 

Ms.  MiNEHAN.  Right. 

Chairman  Kennedy.  Don't  they  do  that  at  a  cheaper  price  for  the 
guy  who  they  are  providing  the  service  for? 

Ms.  MiNEHAN.  Springboard,  I  presume,  since  it  has  grown,  is 
quite  competitive  in  terms  of  its  prices. 

Chairman  Kennedy.  Yes.  So  don't  you  think  that  what  really 
happens  is  that  Wang  hires  a  management  consultant  who  comes 
in  and  says,  you  know,  what  we  ought  to  do  is  we  ought  to  fire 
these  500  people  because  we  are  having  to  pay  their  health  care 
benefits,  and  because  we  have  to  pay  them  so  much  an  hour.  And 
if  we  iust  fire  those  guys,  our  own  bottom  line  will  rise,  and  what 
we  will  do  is  we  will  then  open  up  a  spot  for  a  small  business  guy. 
And,  in  fact,  maybe  it  will  be  a  guy  who  we  actually  bring  along. 

And  that  small  business  guy  can  go  out  and  hire  our  old  people 
and  cut  out  their  wages — or  cut  their  wages  by  20  percent,  cutting 
out  their  health  care  benefits  as  well.  And  he  will  be  able  to  pro- 
vide the  service.  We  will  make  money.  He  will  make  money.  And, 
ultimately,  the  wage  earners  are  the  people  that  lose. 

That,  I  think,  is  the  way  it  strikes  most  people  as  progress. 
These  statistics  then  can  be  built  up  so  as  to  suggest  that,  in  fact, 
the  unemployment  rate  is  down.  But  the  unemployment  rate  is 
down,  people  are  getting  paid  less,  they  are  working  more,  and 
they  are  getting  less  benefits. 

I  am  sure  what  then  happens  is  you  can  go  to  Fidelity  or  some 
of  these  big  funds  or  manufacturers  or  the  doctors  or  the  banks  or 
something  similar.  Thev  can,  in  fact,  create  some  of  these  jobs  at 
the  very  high  end,  which  also  cloud  the  picture  as  to  what  has  real- 
ly happened  in  our  economy.  What  occurs  is  a  situation  where  the 
bulk  of  working  people  are  essentially  getting  hurt  through  this  so- 
called  efficiency-building  and  increased  productivity. 

Those  are  fancy  management  consultant  words  that  basically 
mean  working  people  are  going  to  get  screwed,  and  that  on  the 
high  end  you  nave  a  whole  other  group  of  people  who  are  making 
it.  Their  wages  are  increasing,  their  services  are  being  in  high  de- 
mand, and  their  incomes  are  rising  very,  very  substantially. 

When  you  look  at  the  aggregate,  you  can  say,  well,  gosh,  personal 
incomes  are  up.  But  what  you  have  really  got  is  personal  incomes 
up  for  a  select  few  on  one  side  of  the  equation,  and  down  for  the 
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vast  majority  of  people.  The  people  are  getting  hurt.  That  is  the 
way  it  comes  across  to  me.  Is  that  not  true? 

Ms.  MiNEHAN.  Well,  let  me  take  several  aspects  of  what  you  had 
to  say,  Mr.  Chairman. 

Chairman  Kennedy.  I  was  hoping  for  a  yes  or  no,  but  OK 

Ms.  MiNEHAN.  First  of  all,  the  scenario  that  you  laid  out  with  re- 
gard to  effectively  outsourcing  a  service  that  a  Wang  or  Digital  or 
whatever  might  have  done  in-house  is  certainly  the  situation  in 
which  this  one  small  company  that  maybe  I  will  use  as  an  example 
built  its  business. 

The  owners  of  this  company  are  two  men  who  happen  to  be  mi- 
norities, who  were  the  former  managers  of  the  Digital  plant  which 
vacated  Springfield,  and  they  built  this  company  by  rehiring  the 
people,  largely  from  the  Digital  staff  who  were  left  in  Springfield, 
and  are  beginning  to  hire  other  people.  Yes,  they  are  competitive 
I  am  sure  in  the  services  they  are  providing,  and  in  fact  I  think 
it  is  a  little  difficult  to  come  out  net-net  against  American  industry 
being  competitive. 

There  was  a  study  in  international 

Chairman  Kennedy.  I  didn't  think  I  did  that,  but  OK 

Ms.  Menehan.  There  was  an  international  study  that  for  years 
had  ranked  Japan  as  the  most  competitive  country  in  terms  of  the 
products  that  it  produced,  commercially  competitive  country,  and 
United  States  recently  won  first  place  in  that  survey.  It  is  a  Swiss- 
based  organization  that  does  this,  and  I  think  that  that  is  testi- 
mony to  the  major  achievements  that  have  been  made  in  this  coun- 
try and  is  very  important  to  the  long-term  health  not  only  of  New 
England  but  of  the  country  as  a  whole. 

Chairman  Kennedy.  Yes,  but  Cathy,  in  fairness,  a  lot  of  that  has 
to  do  with  our  ability  to  provide  jobs,  to  provide  a  skilled  work 
force,  to  provide  infrastructure,  to  provide  a  whole  series  of  needs 
that  mean  government  investment  in  the  working  people  and  in 
the  infrastructure  in  order  to  get  a  competitive  edge. 

It  isn't  because  some  management  consultant  has  been  hired  to 
fire  a  bunch  of  workers  and  cut  their  health  benefits  and  wages. 
I  am  not  suggesting  that  we  don't  need  competitive  companies  in 
America.  But  to  suggest  that  we  have  regained  our  competitive 
edge  because  of  that  kind  of  downsizing,  I  think,  is  a  misread  of 
what  is,  in  fact,  occurring. 

There  have  iDeen  those  of  us  that  have  voted  for  international 
trade  agreements,  NAFTA  and  the  like,  that  recognize  that  some 
companies  exist  which  aren't  going  to  be  competitive  in  this  world 
any  longer,  and  that  the  United  States  is  not  going  to  help  itself 
by  simply  protecting  those  industries. 

I  read  a  statistic  the  other  day  that  said  not  one  net  new  job  has 
been  created  by  the  Fortune  500  companies  in  the  United  States 
of  America  in  the  last  20  years.  And  yet  millions  and  millions  of 
jobs  were  created  overseas  by  the  very  same  companies.  We  then 
import  goods  from  overseas  to  fuel  our  consumer-based  economy. 

Well,  there  is  something  a  little  nutty  about  that.  There  is  some- 
thing crazy  about  doing  it  that  way. 

All  I  am  saying  to  you  is  that  so  people  don't  feel  that  the  Fed 
is  out  of  touch,  it  would  be  good  to  focus  in  on  those  issues. 
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I  hope  in  your  tenure  that  we  don't  have  a  series  of  statistics  Hke 
Alan  Greenspan  used  to  read  to  me  on  the  Banking  Committee 
when  I  told  him  there  was  such  a  thing  as  a  credit  crunch.  He 
would  say,  look,  let  me  show  you  how  many  small  businesses  have 
come  into  the  banks  in  Boston.  Let  me  show  you  how  many  loans 
they  have  obtained. 

And  I  would  tell  him,  Alan,  I  can't  tell  you  where  your  statistics 
come  from,  but  I  can  tell  you  there  are  hundreds  of  businessmen 
contacting  my  office  that  can't  get  a  start-up  loan,  that  can't  get 
a  loan  to  expand  their  companies,  that  are  having  their  loans 
pulled  even  though  they  have  made  every  payment. 

So  somehow  the  statistical-based  arguments  that  the  Fed  has 
traditionally  insisted  upon  sometimes  completely  miss  the  boat  as 
to  what  is  really  happening  out  there  in  the  economy. 

You  have  a  unique  opportunity,  given  your  background,  given 
what  your  own  family  has  been  through,  given  some  of  the  prob- 
lems and  difficulties  that  have  taken  place,  to  be  more  skeptical  of 
the  kind  of  insensitivity  that  the  Fed  has  been  noted  for  and  that 
corporate  America  is  sometimes  noted  for.  What  we  need  to  do  is 
have  policies  like  the  Japanese  that,  in  fact,  bring  people  together 
and  find  ways  of  unifying  us  as  a  country  rather  than  dividing  us. 

Saying  that  these  policies  of  corporate  downsizing  are  what 
makes  us  competitive  as  a  nation  is  just  crazy.  That  is  not  what 
makes  us  competitive.  That  is  not  to  say  that  there  doesn't  need 
to  be  some  that  takes  place  in  certain  industries  at  certain  times, 
but  that  is  not  the  reason  why  the  Swiss  group  identified  us  as  the 
most  productive  economy  in  the  world. 

Ms.  MiNEHAN,  I  think  your  points  about  working  together  for 
economic  growth  are  extraordinarily  well  taken.  In  my  view,  one  of 
the  needs  for  this  region  and  probably  other  regions  as  well,  but 
particularly  this  region  with  the  base  of  service  job  growth  that  we 
are  now  getting,  is  to  focus  our  efforts,  private  and  public  efforts, 
on  training  the  kids  coming  out  of  high  school  and  the  workers  who 
may  be  getting  laid  off  of  jobs  for  the  new  jobs  that  are  either  now 
being  created  or  will  be  created  in  the  future.  We  at  the  Boston  Fed 
are  working  very  hard  on  that. 

This  is  not  something  that  necessarily  you  deal  with  in  terms  of 
monetary  policy  formation.  You,  certainly,  are  aware  of  this  kind 
of  structural  change  going  on  in  New  England  as  well  as  the  rest 
of  the  country. 

But  as  a  corporate  citizen,  as  a  member  of  the  Private  Industry 
Council,  as  an  employer  of  one  of  the  people  on  the  Boston  School 
Committee,  and  people  who  have  a  very  significant  economic  re- 
search and  information  outreach  effort,  we  are  very  committed  to 
doing  what  we  can,  both  with  our  own  funds  and  with  encouraging 
others,  to  work  on  training  programs  that  are  successful  in  getting 
kids  who  would  have  otherwise  dropped  out  of  high  school,  not 
gone  on  to  college,  not  had  a  career  path,  whatever,  into  a  position 
where  they  see  a  job,  a  job  in  New  England  and  a  job  that  has 
promise  and  potential  for  them. 

Chairman  Kennedy.  That  is  terrific,  and  I  applaud  you  for  mak- 
ing those  efforts.  I  think  that  the  government  from  time  to  time 
makes  efforts  to  provide  that  kind  of  job  training,  to  be  involved 
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in  those  kinds  of  efforts  to  reeducate  other  workers,  to  make  our- 
selves a  competitive  nation. 

Some  people  that  advocate  those  policies  are  called  big  spenders. 
That  is  sort  of  a  little  bit  out  of  fashion  today,  but,  in  fact,  as  you 
point  out,  if  we  want  to  have  a  country  that  ends  up  being  competi- 
tive, sometimes  you  have  to  spend  a  little  money  to  make  some 
money  in  order  to  be  able  to  have  the  skills  that  are  necessary  in 
the  society  to  be  able  to  get  the  really  good  jobs  that  are  going  to 
be  available,  not  just  this  sort  of  downside  slide  into  competition 
with  the  Third  World.  I  think  that  it  is  important  that  we  know 
the  difference.  I  am  glad  to  hear  that  you  are  someone  that  recog- 
nizes the  difference. 

Listen,  I  want  to  thank  you  very  much,  Cathy,  for  your  excellent 
testimony  this  morning,  and  I  really  look  forward  to  working  with 
you  in  the  years  ahead. 

Ms.  MiNEHAN.  Thank  you,  Mr.  Chairman.  I  look  forward  to  work- 
ing with  you,  and  it  has  been  a  pleasure  to  deliver  this  testimony. 

Chairman  Kennedy.  Thank  you  very  much.  Have  a  nice  day. 

Ms.  MiNEHAN.  You,  too. 

Chairman  Kennedy.  Now  I  ask  the  second  panel  to  please  come 
forward.  I  will  list  the  members  very  quickly  in  case  people  don't 
know.  They  are  Ellen  Frank,  John  Cunningham,  Joe  Corcoran, 
Sunny-Brent  Harding,  and  Andre  Mayer. 

I  want  to,  first  of  all,  thank  you  all  for  coming.  I  hope  we  have 
a  good  exchange  of  views  this  morning.  And  I  am  partially  wishing 
that  some  of  you  could  have  been  up  here  to  have  a  chance  of  ask- 
ing Cathy  Minehan  a  few  questions. 

But  anyway,  be  that  as  it  may,  let  me  introduce  first  Ellen 
Frank,  who  is  the  assistant  professor  at  the  Whittemore  School  of 
Business  and  Economics  at  the  University  of  New  Hampshire.  She 
was  recently  awarded  her  doctorate  in  economics  at  the  University 
of  Massachusetts  in  Amherst.  Her  thesis  on  the  study  of  inter- 
national financial  markets  displayed  her  expertise  on  monetary 
policy  and  macroeconomics. 

Welcome  to  the  hearing.  Professor  Frank,  we  look  forward  to 
your  testimony.  Please,  try  to  proceed  for  5  minutes  so  we  can  get 
into  some  questions. 

STATEMENT  OF  ELLEN  FRANK,  PROFESSOR  OF  ECONOMICS, 
WHITTEMORE  SCHOOL  OF  BUSINESS  AND  ECONOMICS,  UNI- 
VERSITY OF  NEW  HAMPSHIRE,  DURHAM,  NH 

Ms.  Frank.  Sure,  Congressman  Kennedy. 

First  of  all,  I  would  like  to  thank  you  for  holding  this  hearing. 
This  is  an  extremely  important  issue  that  I  think  is  often  over- 
looked and  far  too  often  not  discussed  in  a  way  that  is  accessible 
to  the  public. 

I  have  been  asked  to  comment  on  the — to  evaluate  the  cost  of 
credit  in  New  England,  first  of  all.  Let  me  say  that  interest  rates 
have  risen  very  sharply  in  New  England  on  consumer  and  small 
business  loans.  Mortgage  interest  rates  have  risen  almost  200  basis 
points  or  2  percentage  points  in  just  the  past  9  months.  And  the 
prime  lending  rate,  which  is  the  basis  for  small  business  loans,  has 
risen  to  7%  percent  from  just  6  percent  in  the  last  8  months  of  this 
year.  The  proximate  cause  for  this  rise  in  interest  rates  has  been 
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a  rise  in  short-term  interest  rates  by  policy  of  the  Federal  Reserve 
Bank. 

Over  the  past  year,  the  Fed  has  raised  the  discount  lending  rate 
from  3  to  4  percent,  and  it  has  allowed  the  Fed's  fund  rate,  which 
is  probably  the  most  important  bellwether  of  short-term  lending 
rates,  to  go  from  3  percent  to  a  current  level  of  4.8  percent.  These 
are  extremely  rapid  rates  of  increase  in  interest  rates. 

I  should  also  note  that  the  mortgage  rate  in  New  England  has 
risen  10  basis  points  simply  in  the  past  week  as  a  result  of  great 
uncertainty  and  volatility  in  the  long-term  lending  markets  about 
the  future  course  of  short-term  rates. 

Let  me  next  address  the  second  question  you  asked,  which  is 
whether  the  justification  for  this  policy  by  the  central  bank  merits 
attention.  The  Fed  has  consistently  justified  its  policy — which  it 
has  explicitly  made  public  as  an  anti-inflation  policy  of  high  inter- 
est rates — has  justified  this  as  necessary  to  combat  inflationary  ex- 
pectations and  to  prevent  a  resurgence  of  inflation — of  price-level 
increases. 

Nevertheless,  there  has  been  a  great  deal  of  dissension  about 
this  policy,  largely  because  the  evidence  for  such  CPI  increases  or 
such  price-level  increases  is  very  difficult  to  find.  Not  only  has  in- 
flation— has  the  inflation  rate  remained  low  at  2.5  percent,  but  it 
has,  in  fact,  fallen  over  the  past  year  from  last  year's  level  of  3 
percent. 

There  is  no  evidence  anywhere  in  the  economy  of  price  pressures. 
Intense  competition  among  manufacturing  firms  have  precluded 
price  increases.  Productivity  has  been  growing,  and  wages  have 
barely  budged  in  the  manufacturing  sector  at  the  national  level.  In 
fact,  in  New  England,  manufacturing  wages  have  been  stagnant 
and  falling  according  to  the  BLS  data. 

Therefore,  I  think  it  is  important  to  look  at  what  the  con- 
sequences of  this  policy  are  for  the  economy  and  to  consider  some 
of  the  potential  effects  that  this  might  have  on  the  economy  and 
to  compare  these  to  whatever  benefits  might  be  gained  from  pre- 
venting inflationary  expectations  from  taking  hold. 

Some  of  these  consequences  are,  first  of  all,  that  an  increase  in 
interest  rates  of  this  size  has  an  immediate  effect  on  output  and 
production  nationally  and  at  the  local  level.  Inventory  demand  falls 
off.  Firms  try  not  to  acquire  inventories  which  have  to  be  financed 
short  term.  Housing  demand  falls  off  and  has  fallen  off  in  the  last 
few  months  in  New  England  as  a  result  of  high  mortgage  rates.  In- 
vestment tends  to  fall  off,  and  that  is  an  effect  that  is  uncontested 
and  acknowledged  by  all  economists. 

A  second  effect  is  that  interest  rate  changes  of  this  size  and  fi-e- 
quency  create  a  great  deal  of  uncertainty  as  to  the  course  of  long- 
term  interest  rates,  and  this  means  that  people  are  unwilling  to 
lend  at  long-term  interest  rates. 

The  bond  markets  have  been  very  volatile.  Businesses  have  been 
unwilling  to  take  out — to  issue  bonds,  and  this  forces  businesses 
onto  the  short-term  markets  which  makes  them  vulnerable  to  fur- 
ther interest  rate  increases  should  they  occur  in  the  next  year  or 
two. 

Two  further  issues  are  that  there  is  a  lot  of  evidence  that  small 
businesses  have  been  financing  mostly  short  term  and  consumers 
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borrowing  heavily  at  adjustable  rates.  This  could  seriously  com- 
promise their  cash-flow  positions  should  there  be  a  further  increase 
in  interest  rates,  which  would  have  an  immediate  effect  on  output 
and  growth  in  this  region. 

And,  finally,  a  fourth  point  to  remember  in  considering  the  effect 
of  Federal  Reserve  policy  of  rising  interest  rates  is  that  in  the  ab- 
sence of  actual  inflation  these  nominal  interest  rate  increases  rep- 
resent an  actual  redistribution  of  income  from  borrowers,  borrow- 
ing households  and  indebted  households  and  firms  to  net  creditors. 

At  the  current  levels  of  price  inflation,  creditors  are  realizing  a 
real  rate  of  return  on  mortgages,  for  example,  of  6 V2  percent,  which 
is  50  percent  higher  than  the  return  realized  last  year. 

Finally,  I  was  asked  to  comment  on  the — or  to  make  predictions 
or  to — on  the  future  for  credit  availability  and  affordability  in  New 
England.  Let  me  say  that  I  don't  think  the  outlook  is  good  at  this 
point  in  time.  At  this  point  in  time,  automotive  and  personal  loan 
rates  have  not  risen  largely  because  of  intense  competition  in  this 
market  as  more  firms  enter  the  market,  but  mortgage  rates  have 
shot  up  to  reflect  higher  cost  of  obtaining  funds  by  lenders,  and  it 
is  just  a  matter  of  time  before  this  is  passed  through  to  consumers 
in  the  form  of  higher  automotive  and  personal  loan  rates,  and  this 
is — so  I  think  that  interest  rates  are  liable  to  rise. 

A  more  serious  problem,  however,  is  that  with  the  stagnant  in- 
come growth  that  we  have  seen  in  New  England  and  nationally  in 
the  past  couple  of  years,  higher  interest  rates  are  liable  to  result 
in  increased  defaults  on  personal  loans,  and  this  is  an  additional 
cost  which  is  going  to  be  passed  on  in  the  form  of  higher  rates  on 
loans  and  less  availability  of  credit. 

This  outlook,  I  think,  is  premised  on  the  assumption  that  the 
central  bank  will  continue  to  raise  interest  rates  or  will  not  lower 
them.  Should  the  central  bank  decide  to  ease  monetary  policy,  that 
would  brighten  the  prospects  for  consumers  and  small  businesses 
considerably. 

Thank  you. 

[The  prepared  statement  of  Ms.  Frank  can  be  found  in  the 
appendix.] 

Chairman  KElsfNEDY.  Thank  you  for  your  testimony,  Ms.  Frank. 

Mr.  Cunningham,  your  reputation  precedes  you. 

He  is  the  president  of  the  Carpenters  Local  210  in  Norwalk,  Con- 
necticut. He  is  also  president  of  the  Connecticut  Council  of  Car- 
penters and  a  vice  president  of  the  AFL-CIO  in  Connecticut.  These 
positions  and  his  almost  40  years  of  carpentry  experience  make 
him  uniquely  qualified  to  assess  how  the  rise  in  interest  rates  af- 
fect small  businesses  and  middle-income  consumers. 

I  don't  know  when  the  last  time  you  held  a  hammer  was,  John, 
but,  anyway,  we  welcome  you  to  join  with  us  this  morning.  Please, 
if  you  wouldn't  mind,  in  addition  to  presenting  your  prepared  testi- 
mony, address  some  of  the  issues  that  we  heard  Ms.  Minehan  dis- 
cussing. I  would  sure  appreciate  it. 

STATEMENT  OF  JOHN  CUNNINGHAM,  PRESmENT, 
CARPENTERS  LOCAL  210,  NORWALK,  CT 

Mr.  Cunningham.  I  will  try  to  do  that. 
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First  of  all,  to  answer — Congressman,  it  is  good  seeing  you  again 
and  being  here.  To  answer  your  first  question,  last  weekend  I  bust- 
ed up  my  finger  trying  to  fix  something  for  my  wife.  The  old  Greorge 
Meany  remark,  when  he  was  asked  if  someone  wanted  a  plumber, 
he  said — or  someone  wanted  some  plumbing  done,  he  said,  hire  a 
plumber.  Well,  that  is  not  the  way  it  is  in  our  house.  I  do  the  car- 
pentry work. 

Chairman  Kennedy.  Was  George  Meany  a  plumber? 

Mr.  Cunningham.  Yes,  he  was  a  plumber.  He  was  a  plumber  out 
of  the  Bronx. 

In  any  event,  I  started  as  a  carpenter,  and  I  worked  as  a  car- 
penter, and  it  has  been  25  years  or  27  years  since  I  worked  every 
day  with  tools.  But  we  do  have  5,000  carpenters  in  Connecticut. 
This  last  recession  that  we  went  through  was  horrendous.  It  was 
the  longest  by  far  that  I  have  seen.  I  have  been  sending  men  work 
for  25  years,  27  years,  and  the  difficulty  with  this  last  recession 
was  that  it  was  almost  5  years.  It  devastated  the  people  that  I 
work  for,  and  I  think  you  can  define  a  carpenter  as  the  middle- 
class  American.  Has  to  be  well-educated,  has  to  have  mastery  of 
technical  skills,  so  you  are  talking  about  a  middle-class  American. 

His  real  wages  have  dropped  over  the  last  15  years.  His  real  in- 
come has  dropped.  The  hours  of  work,  the  rate  of  pay  that  he  re- 
ceives, all  of  those  things  have  really  dropped.  I  can  document  it. 
I  can  show  you  contracts  and  give  you  all  that.  Those  things  have 
occurred. 

Early  this  year — no,  late  last  year,  we  began  to  see  a  revitaliza- 
tion  of  the  economy  in  Connecticut.  That  revitalization  occurred,  in 
my  judgment,  for  one  reason  and  one  reason  only:  Money  became 
available.  The  Federal  Reserve  rate  dropped  to  3  percent,  which — 
by  the  way,  3  percent  is  not  a  big  deal.  Historically,  3  percent  is 
not  a  high  discount  rate.  It  has  been  at  that  range  many  times  in 
the  industry. 

What  happened?  Jobs  began  to  become  available.  Owners  of 
small  offices  and  space  decided  they  could  afford  to  build.  People 
with  homes  decided  they  could  put  a  dormer  on,  fix  it  up.  Money 
became  available,  and  small  businesses  used  it,  and  the  effect  was 
positive  on  carpenters.  We  began  to  work.  We  began  to  develop. 
And  we  have  really  had  pretty  good  hopes  that  this  economy  would 
continue  to  expand. 

Well,  it  did  for  the  early  part  of  this  year,  but  now  we  have  really 
seen  a  withdrawal  from  the  market,  a  withdrawal  from  the  market. 
Money  is  not  as  easily  available.  The  cost — I  mean,  the  Fed  makes 
no  bones  about  it.  They  are  going  to  restrict  the  fiow  of  money  to 
halt  inflation.  That  is  what  is  said  and  that  is  what  they  are  doing 
and  indeed  that  is  the  effect  of  the  increase. 

When  you  think  about  the  increase,  Ms.  Minehan  said  this  morn- 
ing— and  it  is  great  to  be  in  the  presence  of  1  of  the  12  people  or 
15  people  in  the  country  that  determine  what  kind  of  economy  we 
are  going  to  have — said  the  rate  has  gone  from  3  to  4.75. 

Chairman  Kennedy.  Seven,  yes. 

Mr.  Cunningham.  To  4.75.  Do  you  know  that  is  a  60-percent  in- 
crease? Sixty  percent — essentially  60  percent  increase.  And  they 
have  another  one-half  percent  in  their  pocket  that  is  going  to  hit 
after  election.  That  is  incredible. 
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What  is  the  effect?  The  effect  is  that  there  will  be  fewer  job  op- 
portunities. It  is  great  to  train  people,  as  Ms.  Minehan  said,  but 
it  is  useless  to  train  people  if  there  are  not  jobs  available,  and 
there  won't  be  jobs  available  if  credit  is  not  extended. 

Now,  this  is  not  a  new  argument,  in  my  judgment.  This  is,  essen- 
tially, a  Jacksonian  argument.  I  mean,  eitner  we  can  grow,  we  can 
develop.  All  studies  say  that  the  American  worker  today  is  the 
most  productive  worker  in  the  world,  that  the  rate  of  increase  of 
his  productivity  is  higher  than  anybody  else  in  the  world.  I  ask  you 
then,  why  is  he  earning  less?  Why  has  the  standard  of  living  de- 
clined? Why  are  the  communities  in  which  he  lives  deteriorating? 

The  fact  of  the  matter  is,  we  don't — we  have  not  invested  in  our 
commimities  or  people.  I  was  talking  to  a  mayor  of  a  small  town 
in  Connecticut — 50,000,  60,000  people — ^Tuesday  night,  Tuesdav 
night,  and  when  the  interest  rates  went  down,  he  refinanced  all 
kinds  of  debts  for  the  community.  So  what  did  that  do?  That  refi- 
nancing gave  him  funds  for  education,  gave  him  funds  for  the 
infrastructure  of  that  town.  It  put  the  money  back  into  the 
community. 

So  this  old  argument  that  we  are  involved  with  today  about  cap- 
ital is  the  same  that  has  gone  on  from  time  immemorial,  and  it  was 
good  to  hear  Ms.  Minehan  talk  about  going  out  into  the  streets  and 
talking  to  people  about  it. 

When  the  present  Federal  Reserve  Bank  was  constituted,  people 
insisted  that  it  represent  a  broad  range  of  constituencies  across  the 
country.  There  were  12  banks  chartered  all  over  the  country,  a  lot 
in  the  Midwest,  and  that  was  in  response  to  the  Congress  and  the 
demand  by  the  administration  that  the  bank  had  to  respond  to  the 
needs  of  the  people  in  those  communities. 

Your  plea  to  Ms.  Minehan  this  morning  about  representing  the 
people  here  is  perfectly  consistent  with  the  development  of  the  Fed- 
eral Reserve  Bank.  The  unfortunate  point,  and  she  made  it  herself, 
is  that  the  credit  markets  are  national.  Well,  more  today  than  in 
1916  are  the  credit  markets  and  the  economics  of  the  Nation  and 
world  international,  much  less  national,  but  they  fail,  in  my  judg- 
ment, to  respond  to  the  needs  of  the  people.  They  fail  to  respond 
to  the  needs  of  the  people.  And  it  is  plain  when  you  see  our  declin- 
ing standard  of  living,  our  increased  productivity,  that  we  don't — 
we  are  not  investing  in  our  people  suflficientlv. 

I  think  that  we  can  do  that  by  insisting  that  we  meet  the  needs 
of  those  people.  There  are  comments  now  about  how  the  Federal 
Reserve  should  be  reconstituted  in  some  way  to  represent  the  peo- 
ple of  various  communities,  and  I  don't  mean  geogpraphic  commu- 
nities. Because  if  you  put  bankers  on  from  here  to  Oshkosh,  you 
are  going  to  get  a  banker's  point  of  view.  But  maybe  manufactur- 
ers, maybe  builders,  God  knows  what,  but  a  broader  representation 
of  people  in  the  community  might  be  a  solution. 

[The  prepared  statement  of  Mr.  Cunningham  can  be  found  in  the 
appendix.] 

Chairman  Kennedy.  I  appreciate  your  testimony,  John.  I  would 
like  to  come  back  and  ask  you  a  couple  questions  after  the  others 
have  had  an  opportunity. 

Our  next  witness  is  Joe  Corcoran,  who  is  a  partner  of  the  Brain- 
tree-based  Corcoran-Jennison  Associates.   He  currently  serves  as 
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the  second  vice  president  to  the  Builders  Association  of  Greater 
Boston  and  would  be  promoted  to  first  vice  president  next  year. 
The  Builders  Association  is  a  nonprofit  trade  association  providing 
educational  and  informative  services  to  the  building  industry.  His 
firm  has  done  tremendous  work  in  terms  of  revitalizing  some  of  the 
most  decrepit  housing  in  the  country. 

We  look  forward  to  hearing  your  testimony  this  morning,  Joe.  Go 
ahead  for  5  minutes  please. 

STATEMENT  OF  JOSEPH  J.  CORCORAN,  CHAHIMAN, 
CORCORAN-^JENNISON  COMPANIES  OF  BOSTON,  BOSTON,  MA 

Mr.  Corcoran.  Thank  you,  Mr.  Chairman. 

Good  morning.  My  name  is  Joseph  Corcoran.  I  am  a  partner  in 
the  Corcoran-Jennison  Companies  in  Braintree,  Massachusetts.  As 
you  mentioned,  I  also  appear  before  you  today  as  the  second  vice 
president  of  the  Builders  Association  of  Greater  Boston,  which  is 
a  nonprofit  trade  association  that  provides  educational  and  infor- 
mational services  to  over  580  building  industry  members  in  the 
Greater  Boston  area. 

The  association  is  also  affiliated  with  both  the  Home  Builders 
Association  of  Massachusetts  as  well  as  the  National  Association  of 
Home  Builders. 

The  Corcoran-Jennison  Companies,  which  was  founded  in  1971, 
combines  the  disciplines  and  resources  of  development,  construc- 
tion, property,  and  asset  management  within  one  organization. 
Corcoran-Jennison  is  a  major  bonded  construction  company  that 
has  developed  and  manages  over  12,500  multifamilv  units.  We  are 
a  pioneer  in  the  mixed-income  housing  concept  and  manage  many 
mixed-income  communities,  including  Harbor  Point  in  Boston  and 
King's  Lynne  in  Lynn,  Massachusetts. 

And  on  behalf  of  Corcoran-Jennison,  as  well  as  the  Home  Build- 
ers, I  would  like  to  thank  you  for  holding  this  timely  hearing  on 
the  cost  of  credit  for  consumers  and  small  businesses  in  New  Eng- 
land. I  also  want  to  thank  you  for  your  interest  in  this  important 
issue  which  not  only  impacts  the  housing  industry  and  housing 
consumers  but  our  general  economic  well-being. 

The  single-family  market  has  always  been  the  sector  of  the  U.S. 
economy  most  affected  by  changes  in  the  interest  rates.  A  rise  in 
rates  occasionally  has  a  short-term  positive  impact  on  the  home 
sales  and  home  building  by  urging  fence  sitters  to  enter  the  mar- 
ket, but  interest  rates  and  housing  activity  ordinarily  move  in  op- 
posite directions.  With  the  availability  constraints  a  thing  of  the 
past,  shifting  interest  rates  now  affect  home  buying  and  horne 
building  activity  primarily  by  changing  the  cost  of  mortgage  credit. 

Home  purchases,  on  the  other  hand,  are  financed  with  long-term 
home  mortgages  that  range  from  70  to  97  percent  of  the  purchase 
price,  and  government  mortgage  guarantee  and  insurance  pro- 
grams fi-om  FHA,  VA,  and  Fannie  Mae,  as  well  as  private  mortgage 
insurance,  help  households  borrow  large  portions  of  the  funds 
needed  for  home  purchases. 

Since  home  purchases  are  long-term,  highly  leveraged  invest- 
ments, a  change  in  mortgage  interest  rates  translate  into  a  large 
change  in  monthly  payments  that  home  buyers  have  to  meet.  For 
example,  an  increase  from  6y4  percent  to  8%  percent,  the  increase 
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that  we  have  seen  in  the  last  year,  increases  the  monthly  payment 
on  a  $100,000,  30-year  home  mortgage  by  $138  from  $649  to  $787. 

An  increase  in  the  rates  prevents  some  home  buyers  from  pur- 
chasing the  quality  of  housing  they  otherwise  would  have  pur- 
chased, but  for  many  other  people  the  high  interest  rates  actually 
affect  the  home  ownership.  Higher  rates  mean  that  more  income  is 
necessary  to  meet  qualifying  standards  set  by  mortgage  lenders. 

The  primary  guidelines  today  are  that  home  buyers  cannot  spend 
more  than  28  percent  of  their  income  for  monthly  payments  on 
principal,  interest  and  property  taxes,  and  hazard  insurance.  The 
average  property  tax  and  hazard  insurance  bill  accounts  for  only  3 
percentage  points  of  that  ratio,  so  effectively  the  mortgage  amorti- 
zation payments  generally  cannot  exceed  25  percent  of  monthly 
income. 

The  National  Association  of  Home  Builders  estimates  that  a  1- 
percentage  point  increase  in  mortgage  rates  renders  4  million  po- 
tential home  buyers  ineligible  to  buy  median-priced  homes  under 
today's  mortgage  underwriting  criteria.  We  also  estimate  that 
roughly  180,000  of  these  renter  households  will  not  become  owners 
of  new  or  existing  homes  and  about  50,000  sales  of  new  homes  will 
be  lost  at  the  margin.  The  mortgage  rate  increase  will  also  cause 
some  households  that  can  qualify  to  postpone  purchases  to  some- 
time in  the  future. 

As  credit  availability  constraints  have  vanished  and  interest  cost 
has  moved  center  stage,  the  definition  of  "mortgage  interest  rate" 
has  become  more  and  more  complicated.  There  is  no  question  that 
proliferation  of  ARMs  has  altered  the  interest  sensitivity  of  the 
housing  sector  by  broadening  the  range  of  choices  available  to  con- 
sumers. ARMs  allow  some  people  to  stay  in  the  market  when  the 
going  rate  on  a  traditional  fixed  rate  mortgage  would  serve  as  a 
strong  deterrent  to  buying  a  home. 

This  year  is  a  classic  example.  The  ARM  share  of  the  home  mort- 

f^age  market  has  doubled  since  1993  to  43  percent  in  August,  as  the 
ong-term  mortgage  rate  has  climbed  by  2  percentage  points  and 
the  lenders  have  discounted  initial  ARM  rates  by  large  amounts. 
Indeed,  households  can  now  borrow  1  year  monev  as  cheaply  as  the 
Treasury,  and  this  incentive  has  kept  a  lot  of  home  purchases  in 
the  market. 

Everything  considered,  the  interest  sensitivity  of  housing  is  still 
quite  substantial.  On  the  national  level,  a  1  percentage  point  rise 
in  market  interest  rates  across  the  maturity  spectrum,  everything 
else  equal,  should  now  reduce  starts  of  single-family  homes  by 
about  50,000  units  within  a  year.  Indeed,  the  rise  in  interest  rates 
in  1994,  1%  points  so  far  at  the  long  end  of  the  market,  is  causing 
the  loss  of  nearly  60,000  single-family  starts  this  year. 

Chairman  KI':nnedy.  Joe,  do  you  mind  trying  to  summarize?  I 
should  have  said  at  the  get  go  that  we  will  take  everybody's  writ- 
ten statement  and  put  it  into  the  permanent  record. 

Mr.  Corcoran.  OK.  Well,  just  to  summarize,  you  know,  there  is 
no  doubt  that  the  rising  interest  rates  adversely  impact  those  at 
the  lower  end  of  the  spectrum,  and  it  is  not  a  good  situation  since 
home  ownership  is  a  stabilizing  factor  in  most  communities. 

The  enforcement  of  the  Community  Reinvestment  Act  has  forced 
lenders  in  urban  areas  to  earmark  mortgage  funds  for  those  people 
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left  out,  and  there  has  also  been  an  effort  by  State  housing  finance 
agencies  to  do  the  same.  However,  income  restrictions  on  buyers  to 
qualify  for  these  programs  do  not  make  up  for  the  adverse  impact 
tnat  rising  interest  rates  have  on  the  marketplace. 

But  I  would  really  like  to  emphasize,  however,  that  the  backdrop 
of  a  stable  economy  is  also  important.  When  the  market  is  com- 
fortable with  their  employment  prospects,  they  buy  homes.  That  is 
the  simple  nature  of  the  home  bujdng  process,  and  I  will  cite  a 
quick  example. 

In  the  last  half  of  1988,  I  was  managing  a  project  which  was 
geared  to  the  first-time  home  buyer,  and  at  that  time  rates  were 
starting  to  climb  up  just  as  they  are  now.  However,  as  a  builder- 
developer,  we  were  always  able  to  do  something  to  kind  of  keep  the 
momentum  going.  We  could  buy  down  the  rate.  We  could  take  on 
the  closing  costs — something. 

It  wasn  t  until  reports  started  coming  out  that  there  were  major 
layoffs  by  corporations,  and  news  reports  of  people  lined  up  in  front 
of  a  bank  because  of  a  rumor  that  the  bank  was  going  under.  These 
conditions  also  have  an  impact  on  the  psyche  of  the  people.  The  in- 
terest rate  was  a  little  bit  secondary  to  that.  You  know,  the  overall 
economic  picture  is  what  people  are  most  concerned  about. 

So  that  is  how  I  will  end  my  statement,  Mr.  Chairman.  So  thank 
you. 

[The  prepared  statement  of  Mr.  Corcoran  can  be  found  in  the 
appendix.] 

Chairman  Kennedy.  I  appreciate  it,  Joe.  I  would  like  to  come 
back  in  just  a  minute  or  so. 

Our  next  witness  is  Sunny-Brent  Harding.  Sunny  is  the  presi- 
dent of  Harding  &  Harding,  Inc.,  a  lending  industry  consulting  firm 
that  she  founded  in  1987.  Ms.  Harding  provides  financial  services 
consulting  to  a  broad  client  base,  including  public  and  private  fi- 
nancial institutions,  community-based  businesses  and  organiza- 
tions and  individual  consumers.  She  has  previously  testified  before 
Congress  on  issues  concerning  credit  card  discrimination. 

It  is  a  pleasure  to  have  you  back,  Sunny-Brent.  Please  proceed 
for  5  minutes. 

STATEMENT  OF  SUNNY-BRENT  HARDING,  PRESIDENT, 
HARDING  &  HARDING,  INC.,  BOSTON,  MA 

Ms.  Harding.  Honorable  Congressman  Joseph  Kennedy,  thank 
you  very  much.  Fellow  panelists,  guests,  and  interested  persons,  it 
is  an  honor  to  be  back  here  again  and  to  be  talking  about  some- 
thing that  I  feel  quite  passionately  about  and  that  is  the  ramifica- 
tions of  the  subject  matter  that  we  are  discussing  today. 

For  the  record,  my  name  is,  as  Congressman  Kennedy  brought 
out,  Sunny-Brent  Harding,  and  I  am  the  owner  of  a  lending  indus- 
try consulting  firm  which  is  under  the  umbrella  of  financial  serv- 
ices. Currently,  I  am  serving  as  the  Massachusetts  attorney  gen- 
eral's representative  on  a  mortgage  review  panel  that  is  charged 
with  reviewing  potential  lender  bias  among  minority  mortgage  ap- 
plicants, but  it  is  in  the  role  of  a  practitioner  of  personal  credit 
management  I  am  here  before  you  today. 

I  am  going  to  pinion  off  of  some  of  the  discussion  that  Mr.  Cor- 
coran had  since  we  seem  to  be  following  the  same  line.  However, 
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I  would  like  to  bring  it  down  to  a  more  basic  level.  My  focus  is 
going  to  be  on  interest  rates  and  their  effects  on  first-time  home 
buyers  and  also  the  populations  that  are  most  adversely  affected  by 
these  hikes  with  respect  to  accessing  home  mortgages.  And  if  I  get 
a  few  moments  I  am  going  to  also  discuss  a  little  bit  about  the  in- 
terest rates  with  respect  to  new  vehicles  versus  used  vehicles. 

Well,  let  me  move  into  the  effects  of  the  interest  rate  hikes  on 
income  qualifications.  Mr.  Corcoran  brought  out  some  information 
regarding  that,  and  I  would  like  to  expand  that  discussion.  When 
you  look  at  an  interest  rate  of  7  percent  for  a  $100,000  mortgage 
versus  a  1  percent  increase;  that  increase  will  represent  approxi- 
mately a  $68.66  increase  in  the  monthly  mortgage  payment.  Typi- 
cally, a  person  says,  well,  I  could  do  that  because  I  am  already  pay- 
ing $900  a  month  for  rent  anyway.  The  problem  is  that  you  have 
still  got  to  qualify  for  the  mortgage  based  on  your  current  income. 

At  a  7  percent  interest  rate,  the  income  qualifier  is  $26,500.  At 
an  8  percent  rate — the  qualifications  are  now  $29,500. 

Chairman  Kennedy.  For 

Ms.  Harding.  $100,000  mortgage.  So  the  person  says,  well,  I  can 
overcome  debt,  I  can  overcome  a  lot  of  adversity,  but  how  do  I 
make  that  career  jump  in  my  job,  especially  in  view  of  the  fact  that 
the  employment  indicators  which  have  already  been  discussed  state 
that  the  amount  of  income  that  people  are  acquiring  when  they 
move  to  another  job,  in  some  instances  it  is  not  even  comparable 
to  the  previous  salaries  are  going  down.  And  yet  you  are  saying  in 
order  for  me  to  qualify  for  this  mortgage  with  a  1  percent  rate  in- 
crease, my  income  has  to  go  up  too. 

Let  me  move  to  the  ethnic  borrower,  in  particular,  African- 
Americans  and  Hispanic-origin  borrowers.  The  median  income  for 
an  African-American,  according  to  a  1990  Federal  Reserve  Bank  of 
Boston  study,  was  $28,814.  The  median  income  for  a  Hispanic  ori- 
gin borrower  is  $22,330  and  that  is  based  on  the  1990  U.S.  Depart- 
ment of  Census  national  figures. 

Factor  those  figures  with  the  city  of  Boston,  where  low  income 
is  considered  $27,000  based  on  1993  statistics,  and  what  you  come 
out  with,  using  roughly  comparable  figures  between  minorities  and 
low-income  borrowers,  is  a  segment  of  the  population  that  is  most 
vulnerable  to  being  underserved  with  respect  to  accessing  credit 
when  the  interest  rates  increase. 

If  you  average  those  incomes,  you  would  have  an  income  rate  of 
$24,300.  In  January  of  this  year,  when  the  interest  rates  were 
roughly  around  7  percent,  based  on  that  $24,000,  a  person  could  af- 
ford to  purchase  a  home  of  $100,000.  As  the  interest  rates  in- 
creased to  8  percent,  now  their  house  purchase  ability  dropped 
down  to  $90,000.  At  9  percent,  it  is  down  to  $80,000. 

And  notwithstanding  the  articles  that  I  read  most  recently  in  the 
Banker  and  Tradesmen,  the  issues  on  October  5  and  October  12 
which  both  forecast  increases  in  home  ownership.  I  am  going  to 
query  the  writer  to  take  a  reality  check  because  it  is  not  happening 
that  way. 

Take  a  discussion  on  inflation.  At  the  forefront  of  economic  recov- 
ery is  clearly  going  to  be  home  ownership  because  it  spurs  eco- 
nomic growth  by  infusing  the  job  market.  And  given  the  fact  that 
the  interest  rates  have  risen   six  times   in   a   significantly  short 
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period  of  time  means  that,  rather  than  being  on  the  upside  of  the 
economic  bell  curve  of  consistency,  we  are  fast  becoming  poised  for 
another  inflationary  mode. 

This  clearly  affects  something  that  you,  Congressman,  have  been 
working  on  very  diligently,  specifically  the  Community  Reinvest- 
ment Act,  that  it  move  forward  and  that  it  provide  reinvestment 
into  communities.  Especially,  in  the  Boston  area  and  in  your  own 
district,  interest  rates  increases  are  clearly  having  a  devastating  ef- 
fect. Therefore,  it  is  making  virtually  null  and  void  legislation  that 
was  put  in  place  or  written  in  place  to  protect  the  population  that 
is  now,  based  on  the  continuous  inflationary  measures,  being 
brought  to  a  level  of  ruination  in  that  they  are  not  going  to  be  able 
to  realize  that  dream  of  home  ownership. 

Now,  pinioning  on  your  first  speaker's  conversation  where  she 
talked  about  the  automotive  and  the  personal  loan  rates  having  not 
risen  yet,  I  would  want  to  add  one  other  fact.  Although  they  have 
not  risen  at  this  time,  competition  is  still  in  the  wind.  What  we  are 
now  finding  is  that  there  is  a  significant  competition  between  used 
car  dealerships  and  new  car  dealerships,  and  in  some  instances 
there  has  been  a  10-  to  30-percent  increase  in  used  car  sales.  Those 
same  used  cars,  though  lower  in  cost  initially,  become  higher  in 
cost  due  to  purchasing  somebody  else's  burden,  which  can  create  a 
severe  monetary  drain.  If  a  person  needs  that  car  to  get  to  work, 
other  bills  are  going  to  be  adversely  affected  as  the  interest  rates 
on  financing  continues  up. 

For  my  part  I  wanted  to  make  sure  that  the  subject  of  used  cars 
got  put  into  the  record,  especially  in  view  of  the  fact  there  was  an 
article  in  the  Saturday  Boston  Herald  which  talked  about  ways  to 
cut  personal  expenses.  In  the  example  it  said  that  the  person  had 
a  $235  debt  and  what  they  were  supposed  to  cut  to  was  $125.  Well, 
that  was  the  car  payment.  The  poor  soul  now  questions  the  whole 
process. 

So  what  do  you  want  me  to  do?  Do  you  want  me  to  have  the  car 
or  the  house?  I  have  to  sell  the  car  to  get  the  house  and  now  I  am 
angry  and  I  am  driving  around  in  a  can  and  I  can't  seem  to  move 
forward.  In  closing,  it  is  my  opinion  that  in  terms  of  home  owner- 
ship, interest  rate  increases  are  clearly  an  issue,  but  some  of  the 
basics  such  as  a  car  are  clearly  an  added  concern.  Thank  you. 

[The  prepared  statement  of  Ms.  Harding  can  be  found  in  the 
appendix.] 

Chairman  Kennedy.  Thank  you  very  much,  Sunny-Brent.  I  ap- 
preciate your  testimony  as  always. 

Our  final  witness  of  the  day  is  Andre  Mayer,  who  is  the  senior 
vice  president  for  communications  and  research  of  the  Associated 
Industries  of  Massachusetts.  It  is  a  premiere  trade  association  rep- 
resenting the  business  interests  of  Massachusetts.  The  association 
does  an  excellent  job  in  advertising  and  promoting  the  Massachu- 
setts industries  on  a  statewide  basis,  particularly  because  John 
Gould  is  the  head  of  it. 

It  is  a  pleasure  to  have  you  here  today,  Andre.  Please  proceed. 
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STATEMENT  OF  ANDRE  MAYER,  SENIOR  VICE-PRESmENT  FOR 
COMMUNICATIONS  AND  RESEARCH,  ASSOCIATED  INDUS- 
TRIES OF  MASSACHUSETTS,  BOSTON,  MA 

Mr.  Mayer.  It  is  a  pleasure  to  be  here.  And  I  want  to  start  by 
thanking  you  on  behalf  of  our  members  for  the  role  that  you 
played,  along  with  your  colleagues  and  your  staff,  in  bringing  about 
the  end  of  the  late  credit  crunch. 

The  present  credit  situation  for  Massachusetts  business  and  for 
manufacturing  in  particular  right  now  is  actually  quite  good  de- 
spite the  escalation  of  interest  rates.  But  I  think  that  by  looking 
at  what  happened  during  that  serious  credit  crunch  we  can  see  per- 
haps some  danger  points  for  the  future  that  we  ought  to  keep  an 
eye  on. 

As  recently  as  3  years  ago,  business  credit  was  a  major,  major 
issue  for  our  members.  It  was  the  top  four  or  five  issues  at  a  time 
when  there  were  a  lot  of  very,  very  serious  issues  facing  Massachu- 
setts business,  and  between  a  quarter  and  a  half  of  our  members 
had  themselves  directly  suffered  problems,  such  as  loss  of  lines  of 
credit,  or  inability  to  gain  new  financing. 

By  the  start  of  1993,  that  number  had  been  cut  about  in  half; 
and,  in  fact,  credit  problems  had  almost  disappeared  among  the 
larger  companies,  those  with  over  100  employees.  There  were  still 
serious  problems  among  smaller  employers,  not  as  bad  as  they  had 
been  in  1990-1991  but  still  significant. 

By  the  beginning  of  this  year,  Massachusetts  manufacturers, 
with  a  general  improvement  in  the  economy,  and  rising  business 
confidence,  were  looking  forward  to  new  investment  without  seri- 
ous concerns  about  finding  the  credit  they  needed.  This  was  gen- 
erally true  of  smaller  as  well  as  larger  companies.  The  credit  avail- 
ability issue  had  dropped  out  of  the  top  five.  For  manufacturing 
companies,  in  fact,  it  was  almost  out  of  the  top  10;  only  11  percent 
rated  it  as  a  significant  concern.  The  problems  were  somewhat 
larger  for  nonmanufacturing  firms,  but  that  really  bespeaks  the  re- 
turn to  a  more  normal  credit  situation.  And  in  the  past  6  months 
the  credit  issue  has  almost  dropped  off  our  screen. 

The  banks  in  this  region  do  have  funds  available  for  business 
loans.  Some  of  them  are  being  quite  aggressive  about  looking  for 
business.  The  rise  in  interest  rates,  quite  frankly,  has  not  yet  had 
a  visible  effect  in  terms  of  pricing  businesses  out  of  the  credit  mar- 
ket. It  has  probably  had  some  effect  in  reducing  the  demand  for 
credit  because  it  sent  a  clear  signal  that  the  Federal  Reserve  is  not 
going  to  let  economic  growth  continue  unrestrained  and  that  cer- 
tainly affects  the  expansion  plans  of  businesses. 

We  do  a  business  confidence  survey  of  our  members  each  month, 
and  last  month's  results  were  interesting.  We  had  the  highest  over- 
all level  of  confidence  we  have  seen  in  the  3V2  years  of  the  survey. 
But  also,  for  the  first  time,  our  members  are  rating  current  condi- 
tions the  same  as  what  they  expect  to  see  in  6  months.  In  other 
words,  they  see  the  economy  basically  pretty  good  for  them  but 
growth  definitely  beginning  to  level  off. 

The  few  complaints  that  I  have  heard  very  recently  over  credit 
come  from  small  companies  who  had  trouble  with  banks  that  ap- 
parently were  ready  to  lend  the  money  but  seemed  not  to  know 
how  to  do  it,  and  this,  I  think,  points  to  one  of  the  remaining  after 
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effects  of  the  banking  crisis  which  is  the  ongoing  reconstruction  of 
our  banking  system. 

It  is  important  to  remember  just  how  much  happened  to  the 
banking  system  here. 

First,  we  had  consoHdation  which  ended  the  independence  of 
many  local  banks  which  had  historically  served  various  areas  of  the 
State.  Shortly  thereafter,  we  had  this  enormous  crisis  which  desta- 
bilized the  new  consolidated  regionwide  banks  and  caused  them  to 
contract  their  administrations  in  many  markets. 

The  net  result  was  that  smaller  businesses,  which  were  used  to 
dealing  with  local  banks,  first  saw  those  banks  lose  their  autonomy 
and  then  saw  the  local  level  senior  management  presence  swept 
away.  They  didn't  have  anyone  to  talk  to.  The  people  they  were 
used  to  dealing  with  were  gone,  especially  in  those  areas  of  the 
State  where  the  leading  local  banks  had  become  part  of  the  ill-fated 
Bank  of  New  England. 

So  the  credit  crunch  that  faced  Massachusetts  business  arose  in 
part  from  a  disruption  of  the  structures  and  relationships  of  the  old 
banking  system,  and  part  of  the  process  of  recovery  has  involved 
the  reconstruction  of  that  system.  And  to  a  considerable  extent  this 
has  been  a  matter  of  the  major  regional  banks  getting  their  houses 
in  order  and  reaffirming  their  commitment  to  business  lending.  It 
has  also  involved  some  smaller  banks  that  had  not  been  active  in 
the  field  going  in,  often  with  a  great  deal  of  local  knowledge  but 
perhaps  less  expertise  in  that  particular  business. 

Robert  Tannenwald  of  the  Boston  Fed  recently  published  an  arti- 
cle about  the  reconfiguration  of  the  lending  market,  stressing  the 
emergence  of  new  financial  centers  for  the  middle  lending  market 
in  New  England,  and  I  think  the  same  kind  of  thing  has  been  hap- 
pening on  a  finer  grain  perhaps  with  the  small  lending  market  as 
well. 

It  seems  to  me  there  are  some  useful  lessons  from  the  recent  ex- 
perience of  New  England.  One  very  hard  lesson  is  that  there  really 
are  dangers  to  an  overheated  economy,  so  we  must  appreciate  at 
the  very  least  the  Fed's  goal  of  keeping  the  national  economy  on 
the  track  of  sustainable  noninflationary  growth. 

But  at  the  same  time,  economic  growth  matters,  matters  a  great 
deal.  Slower  growth  means  uneven  growth.  It  is  likely  to  mean  that 
some  industries,  some  communities,  some  segments  of  the  popu- 
lation may  have  more  difficulty  participating  in  growth,  though 
whatever  gains  they  make  may  be  longer  lasting. 

Also,  the  restructuring  of  our  banking  system  is  not  over.  Indeed, 
with  full  interstate  banking  it  may  be  about  to  enter  a  new  phase 
here  and  all  across  the  country.  Both  of  these  factors  seem  to  point 
to  the  possibility  that  the  next  credit  crunch  may  be  a  crisis  of  in- 
clusion affecting  especially  the  access  of  small  and  new  businesses 
in  less  prosperous  communities  to  the  banking  system.  This  is,  of 
course,  an  issue  that  you  have  already  been  working  on,  but  it 
seems  to  me  that  under  these  circumstances  it  is  likely  to  become 
an  even  more  important  issue.  And,  once  again,  it  is  an  issue  in 
which  the  concern  of  Congress  will  be  essential  to  the  development 
of  a  responsive  national  policy. 

Mr.  Chairman,  your  comments  about  the  role  of  the  regional  Fed- 
eral Reserve  Banks  seem  to  me  to  apply  particularly  to  this  kind 
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of  issue,  to  the  unevenness,  to  concern  for  the  groups,  communities, 
industries,  that  are  left  behind  in  a  slow-growth  situation. 

I  am  very  pleased  to  have  had  this  opportunity  to  be  here  on  be- 
half of  A.I.M.  Thank  you. 

Chairman  Kennedy.  Thank  you  very  much,  Andre.  I  appreciate 
it. 

Let  me,  first  and  foremost,  thank  all  of  you  for  your  excellent  tes- 
timony. 

There  are  obviously  a  myriad  of  questions  that  we  could  get  into, 
but  first  I  would  just  like  a  quick  response  from  each  of  you  as  to 
whether  or  not  you  agree  with  the  Fed's  five-step  process  of  raising 
interest  rates.  If  you  can  keep  it  to  a  basic  yes  or  no  over  the 
course  of  the  last  6  months. 

Where  are  you  at  this  point,  Ms.  Frank. 

Ms.  Frank.  I  would  say,  no,  I  don't  agree  with  it. 

Chairman  Kennedy.  John. 

Mr.  Cunningham.  Absolutely  unwarranted  and  unnecessary. 
Cuts  off  credit  to  consumers.  That  is  the  most  important  thing. 

Chairman  KENNEDY.  Joe. 

Mr.  Corcoran.  Well,  to  the  extent  that  it  stabilizes  the  economy, 
from  my  perspective,  I  am  for  it,  but  also  am  conscious  that  it  can't 
go  up  too  much  more.  It  will  have  a  stifling  effect. 

Chairman  Kennedy.  Sunny-Brent. 

Ms.  Harding.  Absolutely  not.  I  think  that  we  are  already  well- 
poised  for  an  inflationary  mode. 

Chairman  Kennedy.  Andre. 

Mr.  Mayer.  In  general,  I  would  be  supportive  of  their  efforts  to 
control  inflation.  I  think  that  it  is  at  least — at  the  very  least,  unfor- 
tunate that  the  process  has  had  to  move  so  fast.  It  seems  to  me 
it  makes  it  much  more  difficult  to  calibrate  it  carefully,  and  there 
are  perious  dangers  involved  in  overshooting  the  mark,  especially 
for  a  region  where  recovery  has  been  somewhat  behind  the  national 
path  until  recently. 

Chairman  KENNEDY.  Joe,  you  have  seen  the  unemployment  rate 
drop.  I  remember  having  a  press  conference,  golly,  I  will  bet  it  was 
2  years  ago,  2V2  years  ago.  I  think  our  unemployment  rate  was  9.8 
percent  at  the  time.  Have  you  seen  a  greater  demand  for  your 
apartments?  How  many  apartments  do  you  have  in  the  State? 

Mr.  Corcoran.  In  this  State  we  probably  have  5,000. 

Chairman  Kennedy.  Have  you  seen  a  greater  demand  for  those 
apartments  in  the  last  2  years  that  warrants  a  reduction  in  the  un- 
employment rate  by  10  percent  basically  to  5V2  percent? 

Mr.  Corcoran.  I  wouldn't  say  we  have  seen  more  demand.  The 
demand  has  always  been  there  at  a  certain  rate.  I  mean,  we  have 
had  to  lower  our  rates  over  the  past  few  years  to  get  them  in  there, 
but  the  demand  is  always  steady.  It  doesn't  seem  to  correspond 
with  the  unemployment  rate.  In  other  words,  it  isn't  less  now. 

Chairman  Kennedy.  Mr.  Mayer,  as  I  mentioned  to  Ms.  Minehan 
earlier,  it  seems  at  kind  of  a  gut  level  that  there  are  reductions  in 
very  high  paying,  very  good  manufacturing  jobs  that  might  be  ei- 
ther computer  related  or  defense  related.  While  we  have  seen  an 
unbelievable  reduction  in  the  unemployment  rate,  it  just  doesn't  hit 
me  that  we  are  replacing  those  jobs  with  the  good  jobs  which  we 
are  losing.  Does  that  strike  home  with  you? 
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Mr.  Ma'/er.  I  think  that  is  true,  or  mostly  true. 

Let's  put  it  this  way.  I  agree  with  Ms.  Minehan  that  we  are  not 
creating  jobs  that  are  as  good  for  the  same  people  or  for  people 
with  the  same  types  of  qualifications.  There  is  no  doubt 

Chairman  Kennedy.  Do  we  have  any  idea  who  we  are  creating 
them  for? 

Mr.  Mayer.  Well,  I  think  we  are  creating  jobs  for  people,  if  you 
will,  at  both  ends  of  the  spectrum  of  formal  academic  education. 
We  are  creating  good  professional  level  jobs,  for  people  with  a  col- 
lege degree,  often  a  graduate  degree,  and  we  are  creating  a  lot  of 
not  very  good  jobs  in  the  lower  paying  end  of  the  service  sector. 

Chairman  Kennedy.  Is  that  true? 

Mr.  Mayer.  We  create  a  lot  of  jobs  in  this  country. 

Chairman  Kennedy.  No.  But  I  am  saying  this  area. 

Mr.  Mayer.  In  this  area? 

Chairman  KENNEDY.  I  don't  know.  I  don't  think  the  Roxbury  un- 
employment rate  or  the  Chelsea  unemployment  rate  has  signifi- 
cantly dropped  recently. 

Mr.  Mayer.  There  is  also  no  doubt  that  we  are — and  this  speaks 
to  the  difference  between  the  statistics  and  the  perception.  There 
is  no  doubt  that  in  the  situation  we  are  in  now,  we  are  seeing  that 
unevenness.  And  one  of  the  things  that  happened  during  the  real 
boom  years  is  that  we  were  making  tremendous  dents  in  the  unem- 
ployment rate  in  those  communities,  in  those  populations  which 
historically  have  been  very  high  unemployment  rates.  Many  of 
those  jobs  are  gone,  and  those  people  are  not  yet  coming  back  in. 

Chairman  Kennedy.  John,  I  thought,  growing  up  and  looking  at 
your  civics  books  and  the  like,  that  the  purpose  of  the  Fed  seemed 
to  have  much  more  to  do  or  have  as  much  to  do  with  lowering  un- 
employment as  it  did  with  increasing  business  profits  by  control- 
ling inflation.  My  sense  is  that  we  have  shifted  the  focus  of  the  Fed 
somehow  to  a  much  more  sophisticated  orientation  to  business  is- 
sues than  to  structural  unemployment.  Do  you  agree  with  that  or 
is  that 

Mr.  Cunningham.  That  is  essentially — and  I  have  heard  the  dis- 
cussion here  about  the  effect  where  big  business  is  finding  it  easier 
to  get  financing  now  than  small.  And  I,  of  course,  am  looking  at 
it  from  the  standpoint  of  the  consumer.  It  is  very  difficult.  But  the 
argument  is  classic.  The  argument  is  about  the  integrity  of  capital, 
the  protection  of  capital  on  the  one  hand  and,  on  the  other  hand, 
the  availability  of  capital. 

Japan  has  an  economy  today  where  their  interest  rates  are  at  3 
percent,  and  everybody  worries  about  inflation.  I  would  like  to  see 
some  inflation  from  the  standpoint,  the  workers  that  live  in  these 
districts  that  you  are  talking  about  don't  have  inflation.  Their 
standards  of  living  are  lower.  The  average  American  blue-collar 
worker's  standard  of  living  has  declined. 

Chairman  Kennedy.  Now,  I  hear  economists  say  all  the  time, 
you  are  earning  less  today  than  you  did  10  years  ago.  I  always  get 
a  kind  of  this  blank  stare  from  a  working  person  who  hears  this, 
because  they  go,  wait  a  minute,  I  actually  am  making  more  money 
than  I  did  10  years  ago.  The  way  that  is  explained  is  very,  very 
important. 
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Mr.  Cunningham.  Well,  it  is,  but  people  here  are  talking  about 
a  $100,000  house  today.  I  mean,  I  bought  a  house — I  built  a  house 
initially  and  it  cost  me  $12,000,  $15,000.  My  first  house  was 
$27,000  or  something  like  that,  purchase.  The  reality  is — now,  how 
does  the  average  guy  realize  what  he  is  making?  I  cannot  iden- 
tify— well,  maybe  I  can,  but  I  cannot  identify  in  5,000  workers  or — 
well,  it  is  less  than  that — in  the  young  group  of  workers,  a  car- 
penter who  can  earn  a  living  for  himself  and  his  family  by  working 
on  his  own  income.  Essentially,  every  family  has  two  earners  now. 
That  happened  25  years  ago  that  a  carpenter 

Chairman  Kennedy.  Now,  could  a  carpenter  25  years  ago  work- 
ing a  union  job  have  been  able  to  buy  his  own  home? 

Mr.  Cunningham.  I  bought  my  own  home.  I  first  built  one  in  my 
spare  time;  then  I  bought  one,  an  old  home.  I  raised  six  children, 
and  my  wife  worked  very  hard  raising  those  six  children.  That  was 
her  job.  That  was  her  task. 

I  hate  this  discussion  because  I  have  four  brilliant,  active,  ag- 
gressive daughters  who  do  all  kinds  of  things,  working  in  politics, 
in  medical  areas,  and  so  I  hate  to  use  the  analogy  that,  well — but 
the  fact  of  the  matter  is,  one  person  could  earn  a  living. 

That  is  no  longer  the  case.  I  have  read  statistics  here  today  that 
it  is  more  difficult  for  young  working  people  to  buy  homes,  to  find 
homes,  and  you  are  right,  I  am  making  more  money  than  I  did.  I 
am  not  sure  that  that  will  stand  up,  that  statement,  when  a  guy 
looks  at  you  and  tells  you  that. 

If  you  talk  to  a  downtown  Boston  carpenter  who  is  working  in 
a  highrise  and  things  are  great,  he  is  going  to  say  yes.  But  you  go 
out  to  Springfield  or  out  to — in  the  hinterlands  and  you  are  going 
to  see  the  reality  is  that  he  is  making  less,  working  longer  hours, 
and  the  fact  is  that  now  it,  essentially,  takes  two  in  a  family  to 
earn  the  money. 

Chairman  Kennedy.  Yes.  No  question  about  it. 

Listen,  let  me  thank  you  all  very,  very  much  for  your  testimony. 
You  have  all  done  a  really  good  job. 

Your  statistical  analysis  was  very  helpful,  Ms.  Frank,  and  I 
think  all  of  you  have  done  a  very  good  job  at  sort  of  bringing  home 
what  the  reality  of  these  policies  are. 

I  think  all  too  often  the  Fed  is  entirely  too  insulated  from  the  re- 
alities of  what  happens  in  day-to-day  life.  I  see  this  time  and  time 
again  in  the  testimony  that  they  give  us  in  Washington.  First  deny- 
ing that  there  was  any  credit  crunch;  again  saying  there  was  no 
problem  in  terms  of  the  credit  that  is  being  provided  to  minority 
communities,  showing  a  complete  insensitivity  as  to  what  happens 
in  this  sort  of  war  on  inflation  when  inflation  is  at  1  or  2  percent. 
Sometimes  the  whole  thing  just  seems  a  little  bit  unreal  to  me.  But 
I  think  hearings  like  this  have  an  ability  to  hold  their  feet  to  the 
fire  a  little  bit. 

I  think  it  is  important  that  we  bring  home  to  Cathy  Minehan  the 
fact  that  we  need  somebody  who  is  going  to  advocate  for  our  region. 
So  I  want  to  thank  all  of  you  for  your  testimony. 

I  look  forward  to  working  with  you  in  the  next  couple  of  years 
in  the  Congress  of  the  United  States.  If  you  have  ideas  or  thoughts 
that  you  ever  want  to  share,  please  feel  free  to  get  in  touch  with 
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us  and  let  us  know.  I  have  to  formally  end  this  hearing  with  a  clos- 
ing statement. 

There  being  no  further  questions,  on  behalf  of  the  subcommittee, 
I  want  to  express  appreciation  to  all  the  witnesses  who  shared 
their  views  with  us  today.  I  would  like  to  ask  unanimous  consent 
that  the  record  be  kept  open  for  a  period  of  4  weeks  from  today  so 
that  additional  views  may  be  submitted.  Hearing  no  objection,  it  is 
so  ordered. 

The  panel  is  excused  and  the  subcommittee  is  in  recess.  Thank 
you. 

[Whereupon,  at  12:55  p.m.,  the  hearing  was  adjourned.] 
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"THE    COST   OF    CREDIT    FOR   NEW    ENGLAND   BUSINESSES   AND    CONSUMERS" 


THE    SUBCOMMITTEE    IS    HERE    IN   BOSTON   TODAY   TO    EXAMINE    THE    COST 
OF    CREDIT    FOR    SMALL   BUSINESSES   AND    CONSUMERS.       IN    JUNE,    WE    LOOKED 
AT    THIS    ISSUE    FROM   A   NATIONAL    PERSPECTIVE.       TODAY,    WE    FOCUS    ON 
THE    COST   OF    CREDIT    IN   NEW   ENGLAND. 

CREDIT    IS    THE    FUEL   OF    OUR   ECONOMY.       IT    FEEDS    THE    ENGINE    OF 
GROWTH.        IF    CREDIT    IS    TOO    SCARCE,    OR   TOO    EXPENSIVE,    THEN 
BUSINESSES    CANNOT    START   AND    EXPAND,    AND    CONSUMERS    CANNOT   BUY 
HOMES,     CARS,    AND    OTHER   GOODS   AND   SERVICES. 

NEW    ENGLAND   WENT   THROUGH   A   SEVERE    RECESSION    IN    1990    AND 
1991.       THAT    RECESSION   WAS    DEEPENED   BY   WHAT   WE    CALLED    THE    CREDIT 
CRUNCH.       BANKS    SIMPLY   STOPPED    LENDING    --IN    PART   DUE    TO    THEIR 
WEAK    REAL    ESTATE    PORTFOLIOS,    AND    IN    PART   DUE    TO   THE    UNPRECEDENTED 
HEAVY-HANDEDNESS    OF   BANK   AND   THRIFT   REGULATORS.       THE    SPIGOT   OF 
CREDIT   WAS    TURNED   OFF.       WE   ALL   REMEMBER   TOO   WELL    THE 
CONSEQUENCES:    BANKRUPTCIES,     LAYOFFS,    AND   THE   WORST   RECESSION    IN 
HALF   A   CENTURY. 

TODAY,     CREDIT    IS    FLOWING   AGAIN,    AND   THERE   ARE    STRONG    SIGNS 
OF    GROWTH    IN   OUR   REGION   AND   THE    COUNTRY   AS   A   WHOLE.       NATIONALLY, 
UNEMPLOYMENT    IS   AT    ITS    LOWEST   LEVEL    IN   4    YEARS,    THANKS    TO   THE 
CREATION   OF    4.3    MILLION   NEW   JOBS    IN   THE    LAST    24    MONTHS.       FOR   THE 
FIRST   TIME    SINCE    THE    TRUMAN    PRESIDENCY,     THE    FEDERAij   BUDGET 
DEFICIT    HAS    DECLINED    FOR    THREE    YEARS    IN    A    ROW.       AND    INFLATION    IS 
AT    ITS    LOWEST    LEVEL    SINCE   THE    EARLY    1960'S. 

HERE    IN   NEW    ENGLAND,     COMMERCIAL   AND    INDUSTRIAL   LOANS    ARE   UP 
13.4%    THIS    YEAR.       THESE    LOANS    HAVE    ALLOWED    BUSINESSES    TO    REHIRE 
MANY   OF    THOSE    LAID   OFF   A   FEW   YEARS    AGO,     BRINGING   THE 
MASSACHUSETTS    UNEMPLOYMENT    RATE    DOWN   TO    5.2%    --    EVEN   LOWER   THAN 
THE    NATIONAL   RATE   OF    5.9%. 

YET,     MANY    CONSUMERS   AND   BUSINESS    LEADERS    IN   NEW   ENGLAND 
REMAIN   ANXIOUS   ABOUT   THEIR    ECONOMIC    FUTURE.       THEY    MAY   BE    DOING 
BETTER    THAN   THEY   WERE   A   FEW   YEARS   AGO,     BUT   THEY   WONDER   HOW    LONG 
THE    UPSWING   WILL    LAST.       NO   DOUBT   THIS   ATTITUDE    IS    IN    PART   DUE    TO 

THE    LINGERING   STING   OF   THE    RECESSION.       OUR   REGION   HAS    DONE   A 
GREAT   JOB    OF    REBOUNDING    FROM   THE   DARK   DAYS    OF    19  90    AND    1991.       BUT 
WE'RE    NOT    WHERE   WE   WERE    IN   THE   MID-1980'S.       AT    CURRENT    RATES    OF 
JOB    GROWTH,     IT   WILL    STILL   TAKE   THE    REGION   UNTIL   MID- 1998    TO 
REGAIN    THE    664,000    JOBS    LOST    DURING   THE    RECESSION.       AND   THE    BEST 
OF    THOSE    JOBS    MAY   NEVER    COME    BACK.       THE   OLD    JOBS    HAVE   BEEN   LOST, 
AND    MANY    OF    THE    NEW    ONES    PAY    LESS    IN    WAGES,     WITH    FEWER    BENEFITS, 
AND    LITTLE   ASSURANCE   OF    LONG-TERM   SECURITY. 

BUT    PERHAPS    THE    BIGGEST    EXPLANATION    FOR   THE    CURRENT   UNEASE 
ABOUT   THE    ECONOMY   ARE    THE    RECENT   ACTIONS    OF    OUR    CENTRAL   BANK. 
SINCE    FEBRUARY,     THE    FED   HAS    RAISED    INTEREST   RATES    5    TIMES.       THE 
DISCOUNT    RATE    HAS    GONE    UP    33%,     FROM    3%    TO    4%.       AND   THE    FED   HAS 
ALLOWED    THE    FEDERAL    FUNDS    RATE    TO   RISE    FROM    3.02%    IN   JANUARY   TO 
4.81%    TODAY    --    A  STAGGERING   59%    INCREASE. 


THE    FED'S    RATE    INCREASES    HAVE    PUSHED   THE    COST   OF    CREDIT   UP 
SHARPLY.       BUSINESSES   AND    CONSUMERS   ARE    FINDING   THAT    THEIR    BANKS 
ARE    WILLING   TO   LEND,    BUT   AT   RISING    RATES.       COMPARED   TO   THE    DARK 
DAYS    OF    THE    CREDIT    CRUNCH,     CREDIT    IS    MORE    AVAILABLE    BUT    LESS 
AFFORDABLE.       MORTGAGE    RATES    ALONE   HAVE    CLIMBED   BY   ABOUT    2    POINTS 
IN    THE    LAST    YEAR.        COMPARED    TO    A    YEAR    AGO,     THE    AVERAGE    CONSUMER 
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IS  NOW  PAYING  AN  EXTRA  $138  PER  MONTH  FOR  A  $100,000  MORTGAGE. 
THAT'S  AN  EXTRA  $1656  PER  YEAR.   BY  ONE  ESTIMATE,  HIGHER  MORTGAGE 
RATES  WILL  KEEP  OVER  200,000  CONSUMERS  FROM  BUYING  A  HOME  THIS 
YEAR. 

SIMILARLY,  THE  FED'S  RATE  INCREASES  WILL  COST  CONSUMERS  AN 
ADDITIONAL  $13  BILLION  THIS  YEAR  ALONE  ON  CREDIT  CARD  DEBT,  HOME 
EQUITY  LINES  OF  CREDIT,  AND  A.R.M.'S.   THAT'S  A  LOT  OF  MONEY 
BEING  DRAINED  FROM  THE  ECONOMY  THAT  COULD  BE  USED  TO  BUY  GOODS 
AND  SERVICES.   AND  IT  REPRESENTS  A  MASSIVE  TRANSFER  OF  WEALTH 
FROM  DEBTORS  TO  CREDITORS. 

THE  FED  CLAIMS  THAT  ITS  RATE  INCREASES  ARE  NECESSARY  TO  FEND 
OFF  THE  INFLATION  DRAGON.   GRANTED,  THE  FED  DOES  AND  SHOULD  PLAY 
A  COUNTERCYCLICAL  ROLE  IN  ORDER  TO  KEEP  THE  ECONOMY  ON  AS  EVEN  A 
KEEL  AS  POSSIBLE.   BUT  WHAT  THE  FED  SEES  AS  A  DRAGON  MAY  BE  A 
WINDMILL  BUILT  FROM  ITS  OWN  NOVEL  MODELS  AND  THEORIES.   INFLATION 
IS  AT  ITS  LOWEST  LEVEL  IN  3  0  YEARS.   THE  FALLING  RATE  OF 
UNEMPLOYMENT  HAS  PULLED  NO  INFLATIONARY  TRIGGER  --AS  SHOWN  BY 
THE  FACT  THAT  WAGES  HAVE  INCREASED  ONLY  2.7%  IN  THE  LAST  YEAR. 
AND  THANKS  TO  INTENSE  COMPETITION  AND  GAINS  IN  PRODUCTIVITY, 
THERE  HAS  BEEN  NO  SIGNIFICANT  UPWARD  PRESSURE  ON  PRICES. 

IN  MY  VIEW  AND  IN  THE  VIEW  OF  MANY  ECONOMISTS,  THE 
RESTRICTIVE  MONETARY  POLICIES  HAVE  LITTLE  JUSTIFICATION.   THEY 
ARE  BASED  ON  THEORIES,  NOT  FACTS.   WE  ARE  IN  THE  MIDST  OF  A 
STRONG  ECONOMIC  RECOVERY.   ABSENT  CONCRETE  EVIDENCE  OF  INFLATION, 
THE  FED  SHOULD  ALLOW  THAT  RECOVERY  TO  CONTINUE,  AND  HOLD  THE  LINE 
ON  FURTHER  RATE  INCREASES.   ANY  FURTHER  INCREASES  COULD  THROV  A 
WET  BLANKET  ON  THE  RECOVERY,  AND  STIFLE  FURTHER  JOB  GROWTH. 

IN  THE  LATE  1980 'S,  WE  SAW  THE  FED,  ALONG  WITH  OTHER  BANK 

REGULATORS,  OVERREACT  TO  ECONOMIC  FACTORS  AND  WORSEN  THE  CREDIT 
CRUNCH.   FOR  THE  SAKE  OF  NEW  ENGLAND'S  LONG-TERM  WELL-BEING,  THIS 
HISTORY  OF  OVERREACTION  MUST  NOT  BE  REPEATED.   IT'S  TIME  FOR  THE 
FED  TO  THINK  FIRST  ABOUT  THE  NEEDS  OF  MAIN  STREET,  NOT  WALL 
STREET  AND  ITS  FRIENDS  IN  THE  BANKING  INDUSTRY. 

I  WANT  TO  THANK  RESERVE  BANK  PRESIDENT  CATHY  MINEHAN  AND  OUR 
OTHER  WITNESSES  FOR  COMING  HERE  TODAY  TO  DISCUSS  THIS  IMPORTANT 
ISSUE.   I  VERY  MUCH  APPRECIATE  YOUR  WILLINGNESS  TO  SHARE  YOUR 
INSIGHTS  WITH  THE  SUBCOMMITTEE. 
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Mr.  Chairman,  I  am  pleased  to  present  the  views  of  the 
Federal  Reserve  Bank  of  Boston  on  the  important  issues  you  have 
raised  on  the  cost  of  credit  to  consumers  and  small  business  in 
New  England.   These  issues  are  especially  important  given  this 
region's  recent  economic  history. 

The  Massachusetts  economy  continues  in  a  pattern  of  slow, 
steady  growth.   Since  the  bottom  of  the  recession- -  two  years  ago- 
-some  155,000  net  new  jobs  have  been  created  and  our  recent  rate 
of  employment  growth  is  virtually  the  same  as  the  nation  as  a 
whole.   A  variety  of  other  indicators  also  signal  respectable 
growth- -expanded  help-wanted  sections  in  newspapers,  overtime 
work  in  the  manufacturing  sector,  rising  business  incorporations, 
higher  consumer  spending,  more  housing  activity,  increasing  per 
capita  income.   And  I'm  pleased  to  note  that  while  the  economy  is 
growing,  local  inflation  has  been  kept  under  control  and  real 
income  growth  has  been  stronger  than  that  for  the  nation  as  a 
whole. 

These  signs  of  improvement  deserve  more  attention  than  they 
have  received.   They  are  tangible  indicators  of  economic 
progress.   But  I  recognize  that  the  purpose  of  this  hearing  is 
not  necessarily  to  detail  the  economic  recovery  in  Massachusetts 
or  New  England  more  broadly,  but  to  address  certain  concerns  as 
to  the  breadth  and  durability  of  that  recovery.   I  will  -address 
three  issues  in  this  regard.   First,  what  have  the  trends  been  as 
to  the  af fordability  and  availability  of  credit  to  small 
businesses  and  consumers  in  New  England?   Second,  if  the 
indicators  suggest  growth  is  solid  and  credit  is  both  affordable 
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and  available,  why  don't  residents  feel  better  about  the  economy? 
And  finally,  what  is  the  effect  of  rising  interest  rates  on  the 
prospects  for  continuing  economic  recovery? 

First,  it  should  be  noted  that  both  the  af fordability  and 
availability  of  credit  to  consumers  and  small  businesses  have 
national  and  local  components.   Consumers  typica,lly  borrow  using 
credit  cards,  mortgage  and  home  equity  loans,  and  auto  loans. 
Consumers  may  enter  into  these  debt  arrangements  with  local 
banking  or  financial  institutions,  but  national  secondary  markets 
exist  for  all  these  types  of  credits.   Increasingly  larger  shares 
of  auto  loan,  credit  card  receivables  and,  of  course,  mortgage 
loans  are  securitized.   This  process  has  enabled  banks  and  other 
traditional  lenders  to  households  to  continue  to  originate 
consumer  loans  even  when  they  are  unable  to  profitably  fund  these 
credits  themselves.   In  addition,  the  securitization  process  has 
meant  that  the  rates  available  to  consumers  are  based  on  national 
markets.   Rates  on  auto  loans  and  credit  cards  have  come  down 
since  the  early  '90s,  as  documented  in  Governor  Lindsey's 
testimony  to  you  on  this  matter  in  June. 

As  he  noted  then- -and  this  continues  to  be  the  case-- 
consumer  spending  has  fueled  the  national  economic  recovery. 
Favorable  borrowing  conditions  have  contributed  to  this  growth  in 
spending,  which  has  been  accompanied  by  growth  in  consumer 
installment  and  mortgage  debt.   Borrowing  conditions  should 
remain  sufficiently  favorable  to  maintain  continued  expansion  in 
consumer  spending,  but  the  pace  will  moderate  and  the  composition 
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will  shift.   Some  consumer  rates  respond  more  rapidly  to  general 
market  rates  than  others  and  some  forms  of  spending  are  more 
sensitive  to  interest  rates  than  others.   Rates  on  credit  cards 
are  especially  sticky.   Mortgage  rates,  in  contrast,  are 
responsive;  and  higher  mortgage  rates  have  resulted  in  a 
levelling  off  of  housing  activity  both  nationally  and  in 
Massachusetts . 

For  small  businesses  both  the  cost  and  availability  of  debt 
is  more  locally  determined.   However,  since  the  "credit ' crunch" 
of  the  last  recession  which  severely  restricted  small  business 
lending  in  New  England,  markets  for  such  credit  have  become  more 
competitive.   Larger  institutions  have  announced  an  increased 
focus  on  small  business  loans;  smaller  banks  appear  to  be  quite 
active;  and  we  hear  numerous  anecdotes  indicating  that  lending 
terms  are  increasingly  competitive.  Interestingly,  we  also  hear 
that  small  business  borrowers  are  not  coming  to  the  banks  in  the 
numbers  expected,  although  we  do  not  know  whether  this  is  because 
they  are  reluctant  to  take  on  debt  after  surviving  the  credit 
crunch  or  whether  they  have  found  alternative  lending  sources. 
Nevertheless,  in  Massachusetts,  small  business  lending  has  grown 
about  ten  percent  over  the  past  year  despite  increases  in  the 
prime  rate  to  which  rates  on  many  small  business  loans  are  tied. 

Thus,  both  the  broader  economic  data,  and  data  on  consumer 
and  business  borrowing,  suggest  solid  economic  growth  in  New 
England.   Why  is  it  that  some  people  sense  things  are  not  as  good 
as  they  might  be?   An  improvement  definitely  has  taken  place 
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over  the  last  two  years  in  how  people  in  New  England  rate  current 
economic  conditions,  but,  over  this  same  time  period,  national 
consumer  confidence  has  risen  nearly  twice  as  sharply. 
Organizations  like  the  University  of  Massachusetts  at  Lowell  and 
the  Bank,  of  Boston  take  polls  of  local  businesses.   These 
barometers  continue  to  show  improvement,  and,  if  anything,  they 
indicate  that  business  leaders  are  more  confident  than  those 
polled  in  the  consumer  surveys. 

Consumer  reticence  undoubtedly  relates  to  the  fact  that  the 
recession  here  was  long  and  deep.   In  Massachusetts,  payroll 
employment  started  falling  in  early  1989,  more  than  a  year  ahead 
of  the  nation.   Between  the  end  of  1988  and  the  summer  of  1992, 
payroll  employment  in  our  state  fell  by  11  percent.   Nationally, 
the  decline  was  less  than  2  percent.   So  while  we  have  had  a 
reasonably  good  recovery  in  Massachusetts,  payroll  employment 
remains  below  its  previous  peak.   In  contrast,  the  national 
economy  has  fully  recovered,  and  is  now  in  an  expansionary  phase. 
The  composition  of  employment  growth  also  differs  from  that 
in  a  normal  New  England  recovery,  and  this  difference  has 
contributed  to  skepticism  about  the  recovery.   Growth  has  been 
dominated  by  services.   Manufacturing,  which  historically  played 
a  major  role  in  powering  recoveries,  has  not  on  net  been  a  source 
of  new  jobs  in  Massachusetts.   Manufacturing  employment  certainly 
declined  in  the  recession,  and  while  it  has  grown  a  little  over 
the  past  five  months,  some  of  our  companies  are  still  cutting 
their  work  forces. 
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This  pattern  has  a  number  of  implications.   First,  it  raises 
questions  about  job  quality.   Some  of  the  very  highest  paying 
jobs  are  in  services.   But  there  are  also  a  lot  of  low  paying 
jobs.   Moreover,  the  skills  needed  to  earn  high  wages  in  services 
are  not  necessarily  the  ones  that  led  to  high  pay  in 
manufacturing;  so  even  if  the  jobs  are  equally  good,  the  people 
who  get  the  good  jobs  may  not  be  the  same. 

Additionally,  manufacturing  firms  tend  to  be  larger  than 
ser-vices  companies.   Thus,  employment  cuts  at  manufacturing  firms 
involve  large  numbers  of  people  and  tend  to  be  widely  publicized. 
Indeed,  at  least  in  New  England,  some  of  the  companies  that  have 
been  cutting  back  were,  in  the  past,  beacons  of  technical 
progress  or  innovation.   Their  continued  difficulties  are  a  blow 
to  the  collective  self-confidence  of  the  region.   Moreover, 
Massachusetts  residents  are  also  aware  that  cuts  in  defense 
spending  and  market  pressures  on  health  costs  have  been  and  will 
continue  to  be  more  strongly  felt  here  in  terms  of  permanent  job 
losses.   In  contrast,  the  growth  that  is  occurring  is  highly 
dispersed  and  not  very  visible- -a  few  jobs  here,  a  few  jobs 
there.   As  a  consequence,  people  are  acutely  conscious  of  what  is 
going  wrong  but  not  of  what  is  going  right. 

Let  me  now  turn  to  the  role  of  interest  rates  and  economic 
growth.   Back  in  January,  the  federal  funds  rate  was  3.0  percent; 
the  prime  was  6.0  percent;  and  the  rate  on  fixed  rate  mortgages 
was  about  7.0  percent.   Today  those  rates  are  4.75;  7.75;  and 
roughly  9.0  percent  respectively.   The  economies  of  Massachusetts 
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and  the  nation  have  had  sufficient  momentum  to  move  forward 
despite  the  interest  rate  increases.   And  if  the  national  economy- 
continues  to  expand- -as  most  analysts  believe  it  will  in  1995- - 
the  Massachusetts  economy  and  the  economies  of  the  other  New 
England  states  should  follow.   Moreover,  to  the  extent  that 
national  monetary  policy  is  successful  in  promoting  solid,  non- 
inflationary  growth  for  the  nation  as  a  whole,  addressing  the 
region's  long-term  structural  trends  may  be  easier. 

These  trends  can  only  be  addressed  by  solutions  that  look  to 
building  an  employment  base  with  the  skills  that  are  needed  for 
the  jobs  now  being  created. 

And  make  no  mistake  those  jobs  are  there  --  over  the  past 
two  weeks,  I  have  met  personally  with  small  businessmen, 
corporate  executives,  university  administrators  and  public 
service  providers  all  over  Massachusetts.   About  30-40  percent  of 
them  plan  to  hire  over  the  coming  months.   And  some  reported 
labor  shortages,  particularly  in  skilled  labor  such  as  auto 
technicians,  truck  drivers,  computer  specialists  and  the  like. 
In  Springfield  last  week,  I  had  the  opportunity  to  tour  the 
Springboard  facility  which  typifies  much  of  what  is  going  on  in 
Massachusetts  today.  Located  in  a  former  Digital  manufacturing 
facility.  Springboard  repairs  computer  hard  drives,  and  has 
doubled  its  small  service  firm  from  75  to  150  employees.   While 
the  75  new  service  jobs  alone  will  not  offset  the  loss  of  the 
Digital  plant,  many  firms  each  following  the  Springboard  model 
may  do  just  that.   Springboard  reports  it  is  doing  its  own 
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training  now,  but  for  the  future  New  England  needs  programs  to 
train  and  retrain  workers  for  the  skilled  jobs  that  are  available 
now  and  will  become  available  in  the  future. 

We  also  know  that  while  stronger  growth  feels  better  in  the 
short  run,  it  can  have  damaging  consequences  over  time.   New 
England  of  the  1980s  in  fact  provides  an  extreme,  but  useful, 
example  of  the  dangers  of  too  rapid  growth.   During  that  time, 
the  unemployment  rate  fell  to  3  percent  in  the  region.   Wages  and 
other  costs  rose  faster  in  the  region  than  elsewhere,  undermining 
the  competitive  position  of  New  England  businesses  and  setting  us 
up  for  problems  in  the  long  run.   Real  estate  prices  soared, 
encouraging  speculation  and  further  price  increases.   It  may  have 
been  great  while  it  lasted,  but  the  aftermath  was  devastating. 
It  is  possible  to  have  too  much  of  a  good  thing. 

In  closing,  let  me  note  that  we  at  the  Boston  Federal 
Reserve  Bank  are  aware  that  economic  progress  in  Massachusetts 
has  been  uneven.   While  the  overall  unemployment  rate  is  quite 
low,  pockets  of  high  unemployment  exist  in  certain  parts  of  the 
state,  and  in  certain  neighborhoods  within  more  prosperous 
metropolitan  areas.   We  remain  committed  to  expanding  economic 
opportunities  in  these  locations,  whether  it  be  through  our  own 
powers  and  responsibilities,  or  through  our  cooperation  with 
national,  state,  and  local  government  agencies  and  private 
organizations. 
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(1)  Evaluation  of  the  cost  of  credit  in  New  England 

Over  the  past  year,  the  cost  of  credit  to  consumers  and  small  businesses  in 
New  England  has  risen  sharply.  Mortgage  interest  rates,  the  most  important 
variable  m  household  borrowing  costs,  now  stand  at  9.09%  in  Massachusetts, 
which  represents  a  ten-point  increase  in  just  the  past  week.  This  compares  with  an 
average  interest  rate  of  7.4 1%  just  last  June  and  7.02%  in  December  of  1993.    The 
prime  interest  rate,  which  serves  as  a  basis  for  calculating  rates  on  small  business 
borrowing,  has  also  spiked  in  the  past  few  months  and  now  stands  and  7.75%,  50 
points  above  the  June  level  of  7.25%.  At  the  end  of  1993,  the  prime  rate  stood  at 
just  6.00%.  Indeed,  interest  rates  on  all  types  of  credit  are  rising  rapidly  and,  after 
falling  slowly  but  steadily  during  1992-1993,  are  now  approaching  the  very  high 
levels  of  1991,  a  year  in  which  the  economy  was  in  recession. 

The  sharp  rise  in  borrowing  costs  is,  of  course,  not  simply  a  local 
phenomenon.    Credit  markets  are  closely  integrated  at  the  national  level,  so  that 
the  interest  rates  charged  on  loans  reflect  the  higher  rates  banks  and  finance 
companies  have  had  to  pay  to  obtain  funds  in  national  markets.  These  too  have 
risen  dramatically  in  the  past  year.  Rates  on  three-month  commercial  paper,  which 
averaged  3.15%  at  the  begirming  of  the  year,  are  now  averaging  5.55%. 
Certificates  of  deposit  at  banks,  which  began  the  year  at  2.55%,  now  stand  at 
4.75%. 

(2)  Impact  of  policy  by  the  Federal  Reserve  Board 

The  higher  interest  rates  on  all  tyf>es  of  borrowing  stem  directly  from 
policy  actions  taken  by  the  Federal  Reserve  Board  during  the  past  year.  Since  the 
beginning  of  1994,  the  Board  has  raised  its  discount  lending  rate  by  one-third  - 
ft-om  3%  to  4%  -  and  has  allowed  the  Fed  Funds  rate,  an  important  factor  in  bank 
and  money-market  lending  rates,  to  creep  up  to  4.81%,  far  above  the  3.02%  level 
at  the  start  of  the  year.  In  statements  to  Congress  and  the  media,  the  Board  has 
defended  these  policy  initiatives  as  essential  to  combating  inflationary 
expectations  and  forestalling  a  resurgence  of  accelerating  increases  in  the  price 
level. 

Yet  the  rate  of  inflation,  as  measured  by  changes  in  the  Consumer  Price 
Index,  has  been  quite  restrained.  Price  inflation  is  now  nmning  at  an  annual  rate 
of  2.5%.  This  is  an  extremely  low  rate  of  change,  not  only  by  historical  standards, 
but  even  by  the  very  moderate  standards  of  recent  years.    It  is  lower,  for  example, 
than  the  3.0%  inflation  rate  of  1993.  Indeed,  an  inflation  rate  of  2.5%  is  probably 
as  close  to  zero  inflation  as  the  US  economy  can  achieve  without  running  the  risk 
of  severe  recession. 

Moreover,  there  is  little  evidence  of  the  price  and  wage  pressures  that 
would  signal  an  upsurge  in  the  level  of  prices.  Intense  competition  among 
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manufacturing  and  retail  firms  have  all  but  precluded  price  increases  in  recent 
years;  productivity  has  grown  at  a  good  rate  and  wages  have  barely  budged.  The 
Board  has  tended  to  interpret  the  declining  unemployment  rates  and  moderate 
output  growth  of  1994  as  harbingers  of  renewed  inflationary  pressures.  Yet 
evidence  for  this  interpretation  is  hard  to  come  by.  Recent  GDP  growth  rates 
have  not  been  especially  strong  and  unemployment  currently  measured  at  5.9%  of 
the  labor  force,  is  quite  high  by  historical  standards. 

There  is  little  doubt,  on  the  other  hand,  that  the  sharp  increases  in  interest 
rates  over  the  past  year  have  contributed  to  the  weakness  of  the  economic 
recovery.  Interest  rates  are  a  key  element  in  business  investment  plans,  inventory 
decisions,  consumer  purchases,  and  housing  demand.  Rising  mortgage  rates  are 
already  being  felt  in  the  housing  market,  where  demand  has  dropped.  Uncertainty 
as  to  the  future  course  of  long-term  rates  has  driven  potential  borrowers  away  from 
the  bond  markets,  forcing  businesses  to  rely  on  shorter-term  bank  credit. 

Under  these  circumstances,  fiirther  restrictiveness  by  the  central  bank  could 
have  immediate  and  severe  consequences  for  the  economy  of  New  England, 
particularly  for  consumers  and  small  businesses,  a  sizable  portion  of  whose  debts 
are  contracted  at  variable  interest  rates.  In  the  past,  economists  tended  to 
emphasize  the  depressing  effect  of  interest  rate  increases  on  the  willingness  of 
fums  and  consumers  to  take  on  new  debts.  An  increase  in  the  cost  of  credit  was 
thought  only  to  dampen  borrowing  for  new  expenditures.  Today,  with  so  many 
mortgages,  home  equity  loans,  and  small  business  credits  contracted  at  variable 
rates,  rate  increases  may  seriously  compromise  business  cash  flow  and  consumer 
incomes. 

This  is  especially  worrisome  in  hght  of  recent  reported  increases  in 
household  debt-to-income  ratios.    Alan  Greenspan,  chair  of  the  Federal  Reserve 
Board  of  Governors,  noted  in  recent  testimony  before  Congress  that  rising 
consumer  indebtedness  over  past  years  was  sustainable  only  because  low  interest 
rates  had  kept  debt-service  burdens  on  households  at  manageable  level.  This 
situation  could  change  dramatically  if  interest  rates  were  to  rise. 

A  rise  in  debt-service  burdens  could  sharply  depress  consumer  and  small 
business  spending  plans,  curtailing  economic  growth  in  New  England.  Moreover, 
a  sharp  rise  in  debt-service  burdens,  to  the  extent  that  it  impairs  cash-flow  and 
reduces  creditworthiness,  would  make  lenders  less  willing  to  extend  further  credits 
to  these  sectors. 

Finally,  it  is  important  to  note  that,  in  the  absence  of  rising  inflation  rates, 
nominal  interest  rate  increases  represent  an  actual  transfer  of  income  from 
indebted  households  to  net  creditors.  At  current  levels  of  price  inflation  and 
mortgage  interest  rates,  creditors  are  realizing  a  rate  of  return  of  6.5%,  compared 
with  a  realized  rate  of  return  of  4%  only  last  year.  This  is  a  serious  social  issue 
which  needs  to  be  remembered  when  evaluating  the  impact  of  monetary  policy. 
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(3)  Outlook  for  credit  availability  and  affordability 

The  outlook  for  consumer  credit  conditions  over  the  coming  years  is  not 
bright.  Due  to  strong  competition  among  lenders  in  these  areas,  interest  rates  on 
automotive  and  personal  loans  have  not  shot  up  as  rapidly  over  the  past  year  as 
home  mortgage  rates.    Should  general  interest  rates  remain  high  or  continue  to 
rise,  however,  it  is  inevitable  that  banks  and  finance  companies  will  pass  their 
higher  costs  on  to  consumers,  as  mortgage  originators  have  already  done. 

Higher  interest  rates,  combined  with  stagnant  income  growth,  are  liable  to 
result  in  increased  defaults  on  personal  loans,  an  additional  cost  to  lenders  which 
will  be  passed  along  in  the  form  of  higher  rates. 

This  outlook  is  premised  on  the  assumption  that  the  central  bank  will 
continue  on  its  restrictive  course.  An  easing  of  monetary  policy  would  brighten 
the  prospects  for  consumer  credit  considerably. 
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My  name  is  John  Cunningham.  I  have  worked  as  a 
carpenter  or  for  carpenters  in  Connecticut  for  almost 
forty  years.  My  views  on  our  economy,  its  monetary  and 
fiscal  policies  are  clearly  formed  by  the  effect  those 
policies  have  on  the  craftsmen  I  work  for. 

The  journeyman  carpenter  with  a  solid  educational 
background  and  mastery  of  technical  skills  necessary  for 
his  job  is,  I  believe,  representative  of  middle  class 
Americans...  He  (or  she)  prospers  or  suffers  in  economic 
fluctuations  along  with  the  majority  of  Americans  who 
work  -blue  and  white  collar. 

In  the  summer  of  1993  carpenters  began  to  feel  the 
loosening  of  the  grip  of  the  worst  recession  in  the 
memory  of  most.  Easily  the  worst  here  since  the  thirties. 
Jobs  became  available,  and  with  those  jobs  the  decline 
in  wages  and  hours  of  work  slowed.  Workers  began  to 
see  their  economic  position  stabilize  for  the  first  time  in 
years. 

1. 
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The  cause  of  this  recovery  -money.  Money  became 
available  to  those  who  needed  to  hire  a  carpenter  or 
those  who  wished  to  design  or  build  a  new  widget  or 
computer. 

It  is  clear  that  when  American  businesses  and  workers 
are  given  the  capital  that  they  can  produce  a  healthy 
economy.  A  recent  report  by  Swiss  economic  think  tank 
said  that,  based  on  381  criteria,  the  U.S.  Economy  is  the 
most  efficient  and  competitive  in  the  world  in  a  business 
and  commercial  sense.  The  productivity  of  American 
workers  has  been  increasing  for  twenty  years  and  the 
rate  of  that  increase  now  leads  all  industrial  nations. 

Capital  became  available  to  carpenters  and  businessmen 
in  1993  because  the  Open  Market  Committee  of  the 
Federal  Reserve  Bank  reduced  interest  rates  in  1992 
sufficiently  to  make  money  available  to  Main  Street.  The 
discount  rate  was  finally  dropped  to  three  percent  to 
combat  the  deep  recession  .felt  by  most  Americans. 

2. 
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The  reduced  interest  rate  and  availability  of  capital  did 
halt  the  recession  that  had  lasted  almost  five  years.  It 
was  a  recession  that  dramatized,  for  most  American 
workers,  the  slow  erosion  in  their  standard  of  living.  That 
decline  in  standard  can  be  measured  in  many  ways  but  is 
easily  seen  in  the  deterioration  of  communities  in  which 
we  live  and  the  realization  that  we  may  be  the  first 
generation  of  Americans  who  do  not  do  as  well  as  their 
parents. 

We  are  now  told  by  the  Fed  that  it  is  necessary,  in  order 
to  protect  the  value  and  stability  of  our  currency  against 
inflation,  we  must  increase  interest  rates  and  reduce  the 
availability  of  capital  to  carpenters  and  businesses. 
In  the  first  eight  months  of  this  year  the  Federal  Reserve 
discount  rate  has  been  increased  by  fifty  percent  and 
most  expect  that  to  increase  to  sixty-six  percent  by  the 
end  of  the  year.  The  rate  began  the  year  at  three.  It  is 
now  four  and  one  half  percent.  A  rate  of  five  is  expected 
by  years  end. 

3. 


49 


The  effects  of  these  increases  are  precisely  as  planned  by 
the  Fed.  This  year,  which  began  with  jobs,  opportunity 
and  hope  -unlike  the  past  five  years,  is  ending  with  job 
cancellations,  restricted  opportunity  and  serious  concern 
for  the  future. 

A  fundamental  and  historic  role  of  a  central  bank  in  any 
society  is  to  protect  the  integrity  of  the  currency;  the 
capital  of  that  economy.  Central  banks  have  been  defined 
in  many  ways,  the  Temples  of  Biblical  times,  Hamilton's 
Federal  Bank,  Lincoln's  National  Bank  or  the  Federal 
Reserve  Bank  as  presently  constituted  have  all,  to  varying 
degrees,  at  various  times  accomplished  that  goal. 

The  basic  and  most  fundamental  function  of  a  central 
bank  must,  however,  be  to  provide  adequate  capital  for 
the  exchange  of  goods  and  services  between  individuals 
and  business  in  a  society.  Without  sufficient  capital  an 
economy  or  society  cannot  grow  and  prosper. 
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History  echoes  with  the  conflict  between  these  two 
goals.  The  Biblical  injunctions  against  usury  and  money 
lenders,  the  Jacksonian  dissolution  of  the  second  national 
bank  in  order  to  regionally  finance  the  explosion  of  an 
expanding  America.  The  bitter  debate  of  1916,  when  the 
present  federal  reserve  was  established,  and  then  only 
after  twelve  regions  of  the  country  were  represented  in 
order  to  ensure  local  access  to  capital. 

Today  we  should  reawaken  the  echoes  of  that  debate. 

It  is  clear,  from  my  perspective,  given  the  declining 
standard  of  living  for  most  Americans,  and  the 
deterioration  of  our  communities  on  one  hand,  and  the 
growing  effectiveness  of  our  businesses  and  increased 
productivity  of  our  workers  -on  the  other,  that  the 
Federal  Reserve  policy  of  restricted  availability  of  capital 
for  American  business  and  workers  is  incorrect. 


5. 
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If  this  American  society  is  to  grow  and  prosper  we  must 
have  adequate  capital  at  reasonable  rates.  I  am  joined  in 
this  opinion,  according  to  a  recent  NY  Times  article,  by 
the  National  Association  of  Manufacturers  and  by  the 
National  Association  of  Home  Builders.  An  editorial  in  the 
Engineering  News  Report  called  for  a  review  of  how  the 
Fed  makes  its  decisions  and  suggested  it  be  more 
responsible  to  the  needs  of  the  people. 

Finally,  and  most  importantly,  I  speak  for  carpenters  who 
are  seeking  a  better  way  of  life. 

Thank  you. 
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Good  morning  Mr.  Chairman,  my  name  is  Joseph  J.  Corcoran,  Jr.  and  I  am  a  partner 
with  The  Corcoran  Jennison  Companies  in  Braintree,  Massachusetts.    I  also  appear  before  you 
today  as  2nd  Vice  President  of  Builders  Association  of  Greater  Boston,  a  non-profit  trade 
association  that  provides  educational  and  informational  services  to  over  450  building  industry 
members.    The  association  is  affiliated  with  both  the  Home  Builders  Association  of 
Massachusetts  (HBAM)  as  well  as  the  National  Association  of  Home  Builders  (NAHB). 

The  Corcoran  Jennison  Companies,  which  was  founded  in  1971.  combines  the 
disciplines  and  resources  of  development,  construction,  property  and  asset  management  within 
one  organization.    Corcoran  Jermison  is  a  major  bonded  construction  company  that  has 
developed  and  manages  over  12,500  multifamily  units.    We  are  a  pioneer  of  the  mixed- 
income  housing  concept  and  manage  many  mi.xed-income  communities  including  Harbor  Point 
in  Boston,  and  King's  Lynne  in  Lynn,  Massachusetts. 

On  behalf  of  Corcoran  Jennison  as  well  as  the  Home  Builders,  1  would  like  to  thank 
you  for  holding  this  timely  hearing  on  the  cost  of  credit  for  consumers  and  small  business  in 
New  England.    I  also  want  to  thank  you  for  your  interest  in  this  important  issue  which  not 
only  impacts  the  housing  industry  and  housing  consumers,  but  our  general  economic  well- 
being. 

Background 

The  single  family  housing  market  has  always  been  the  sector  of  the  U.S.  economy 
most  affected  by  changes  in  interest  rates.    A  rise  in  rates  occasionally  has  a  short-term 
positive  impact  on  home  sales  and  home  building  by  urging  "fence  sitters"  to  enter  the 
market,  but  interest  rates  and  housing  activity  ordinarily  move  in  opposite  directions.    This 
rule  can  be  violated  when  there  are  major  changes  in  the  inflation  environment  and  associated 
changes  in  the  relationship  between  real  and  nominal  interest  rates,  e.g.,  during  the  1984-1990 
period  of  disinflation  when  nominal  rates  moved  down  much  more  than  real  rates.    In  recent 
years,  however,  the  real  vs.  nominal  rate  distinction  has  narrowed  as  inflation  has  stabilized 
around  3  percent  and  the  inverse  relationship  between  interest  rates  and  single  family  housing 
starts  has  been  clear  in  the  1990s  (chart  1). 

The  interest  sensitivity  of  housing  was  tremendous  up  until  the  late  1970s,  as  upswings 
in  short-term  rates  collided  with  deposit  rate  ceilings  at  thrift  institutions  and  commercial 
banks,  and  as  long-term  rates  collided  with  state  usury  ceilings  on  home  mortgage  rates. 
These  collisions  caused  abrupt  declines  in  the  availabilitv  of  home  mortgage  credit.    In  those 
"good  old  days,"  prospective  home  buyers  couldn't  get  mortgage  money  even  if  they  were 
willing  to  pay  yields  demanded  by  investors  in  other  types  of  financial  assets,  and  it  didn't 
take  much  of  an  interest  rate  upswing  to  exclude  lots  of  prospective  buyers  from  the 
market( witness  the  1973  -  1974  experience). 
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The  structure  of  the  housing  finance  system  has  changed  dramatically  since  the  late 
1970s.    Ceilings  on  deposit  rates  and  mortgage  rates  are  gone,  and  well-developed  secondary 
mortgage  markets  assure  the  availability  of  home  mortgage  credit  in  all  parts  of  the  country  at 
interest  rates  that  are  always  competitive  with  rates  paid  by  governments  and  corporations. 
The  involvement  of  Girmie  Mae,  Fannie  Mae  and  Freddie  Mac  has  provided  deep  federal 
support  for  secondary  market  channels  and  has  enhanced  the  quality  of  mortgage  investments, 
including  a  set  of  mortgage-backed  securities  markets  that  are  the  envy  of  the  world. 

Today's  Market  Impacts 

With  availability  constraints  a  thing  of  the  past,    shifting  interest  rates  now  affect 
home  buying  and  home  building  activity  primarily  by  changing  the  cost  of  mortgage  credit. 
Home  purchases  ordinarily  are  financed  with  long-term  home  mortgages  that  range  from  70  to 
97  percent  of  the  purchase  price,  and  government  mortgage  guarantee  and  insurance  programs 
(FHA,  VA  and  FmHA),  as  well  as  private  mortgage  insurance,  help  households  borrow  large 
proportions  of  the  funds  needed  for  home  purchase.    Since  home  purchases  are  long-term, 
highly  leveraged  investments,  a  change  in  mortgage  interest  rate  translates  into  a  large  change 
in  the  monthly  payments  that  home  buyers  have  to  meet.    An  increase  from  6y4  percent  to  SVi 
percent  —  the  increase  we've  seen  since  late  last  year  —  increases  the  monthly  payment  on  a 
$100,000,  30-year  home  mortgage  by  $138  (from  $649  to  $787). 

An  increase  in  interest  rates  prevents  some  home  buyers  from  purchasing  the  quantity 
of  housing  they  otherwise  would  have  purchased.    For  many  other  people,  higher  interest  rates 
actually  shut  the  door  to  home  ownership.    Higher  rates  mean  that  more  income  is  necessary 
to  meet  qualifying  standards  set  by  mortgage  lenders.    The  primary  guidelines  today  are  that 
home  buyers  cannot  spend  more  than  28  percent  of  their  income  for  monthly  payments  on 
principal,  interest,  property  taxes  and  hazard  insurance.    The  average  property  tax  and  hazard 
insurance  bill  accounts  for  only  3  percentage  points  of  that  ratio,  so  the  mortgage  amortization 
payments  usually  cannot  exceed  25  percent  of  monthly  income. 

NAHB  estimates  that  a  one-percentage-point  increase  in  mortgage  rates  renders  4 
million  potential  home  buyers  ineligible  to  buy  median-priced  homes  under  today's  standard 
mortgage  underwriting  criteria.    We  also  estimate  that  roughly  1 80.000  of  these  renter 
households  will  not  become  owners  of  new  or  existing  homes,  and  about  50,000  sales  of  new 
homes  will  be  lost  at  the  margin.    The  mortgage  rate  increase  will  also  cause  some 
households,  that  still  can  qualify,  to  postpone  home  purchases  to  some  time  in  the  future. 

The  positive  impact  of  falling  interest  rates  on  home  buying  activity  had  been 
substantial  in  the  1991-1993  housing  upswing,  and  the  rate  increases  since  early  this  year 
definitely  are  limiting  rent-to-own  shifts.    The  proportion  of  households  who  own  their  own 
homes  fell  from  1980  to  1985  and  remained  stalled  around  64  percent  for  7  years.    The  1993 
annual  home  ownership  rate  of  64.5  percent  is  the  first  real  increase  in  13  years,  and  the  1.5 
percentage  point  decline  in  mortgage  interest  rates  during  1992  and  1993  contributed  heavily 
to  this  improvement.   There  is  still  plenty  of  room  for  significant  gains  in  the  home 
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ownership  rate  and  in  the  ability  of  young  renter  households  to  afford  their  own  homes  if  the 
recent  upswing  in  interest  rates  can  be  reversed. 

The  stalled  home  ownership  rate  was  the  result  of  deferral  of  home  purchases  by  many 
young  people  in  the  large  baby-boom  generation.    Between  1989  and  1992.  the  ownership  rate 
for  households  with  heads  under  35  years  old  fell  9  percentage  points  and  rates  for  40-to-44 
year  olds  fell  5  percentage  points.    If  households  with  heads  under  45  were  simply  to  regain 
their  lost  ground  --i.e.,  if  the  1980  rates  of  home  ownership,  adjusted  for  changes  in  family 
types,  were  achieved  —  then  there  would  be  about  two  million  more  home  owners  in  the  U.S. 
today. 

Alternative  Mortgage  Instruments 

As  credit  availability  constraints  have  vanished  and  interest  cost  has  moved  center 
stage,  the  definition  of  "mortgage  interest  rate"  has  become  more  and  more  complicated.   Not 
long  ago,  the  30-year  fixed-rate  mortgage  was  about  the  only  option  available  to  prospective 
home  buyers.    But  because  of  a  series  of  legislative  and  regulatory  adjustments  and  the 
ingenuity  of  the  federally  related  secondary  market  agencies  and  the  private  finance  sector,  a 
wide  range  of  mortgage  instruments  now  is  available  to  American  home  buyers.    This  array 
includes  a  variety  of  adjustable-rate  mortgages  (ARMs)  with  long  maturities  but  with  interest 
rates  linked  to  short-term  indexes  such  as  one-year  Treasury  yields.    Thus,  prospective  buyers 
now  need  to  think  about  the  entire  structure  of  interest  rates  in  the  market,   about  how  short- 
term  and  long-term  rates  are  changing  relative  to  each  other,  and  about  where  short-term  rates 
are  likely  to  go  in  the  future. 

There's  no  question  that  the  proliferation  of  ARMs  has  altered  the  interest-sensitivity 
of  the  housing  sector  by  broadening  the  range  of  choices  available  to  consumers.   ARMs 
allow  some  people  to  stay  in  the  market  when  the  going  rate  on  the  traditional  fixed-rate 
mortgage  would  serve  as  a  strong  deterrent  to  home  buying.    This  "safety  valve"  effect 
naturally  is  strongest  when  the  yield  curve  has  a  strong  upward  slope,  i.e.,  when  long-term 
rates  are  well  above  short-term  market  yields.    Furthermore,  the  safety  valve  is  enlarged  when 
mortgage  lenders  decide  to  "tease"  buyers  into  ARMs  by  offering  deep  discounts  on  ARM 
rates  in  the  first  year  of  the  contract. 

This  year  is  a  classic  example.   The  ARM  share  of  the  home  mortgage  market  has 
doubled  since  late  1993  (to  43  percent  in  August)  as  the  long-term  mortgage  rate  has  climbed 
by  two  percentage  points  and  lenders  have  discounted  initial  ARM  rates  by  large  amounts. 
Indeed,  households  can  now  borrow  one-year  money  as  cheaply  as  the  Treasury,  and  this 
incentive  has  kept  a  lot  of  home  buyers  in  the  market. 

AH  these  institutional  changes  have  lessened,  but  certainly  not  eliminated,  the  interest 
sensitivity  of  the  single-family  housing  market.  Even  deeply  discounted  ARMs  cannot  keep 
all  people  in  the  market.  Buyers  using  such  contracts  ordinarily  face  a  two-percentage-point 
upward  adjustment  in  one  year,  boosting  the  monthly  payment  on  a  $100,000  mortgage  by 
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nearly  $150.    Thus,  lenders  and  their  regulators,  as  well  as  mortgage  insurers  and  secondary 
market  agencies,  generally  assess  the  adequacy  of  a  borrower's  income  on  the  basis  of  the 
maximum  second-year  rate  rather  than  the  discounted  initial  rate,  filtering  out  many  marginal 
borrowers  despite  the  depth  of  the  "teaser"  rate.    Furthermore,  short-term  rates  are  likely  to 
rise  more  than  long-term  rates  during  the  next  two  years,  following  further  tightening  of 
monetary  policy  by  the  Federal  Reserve.   This  will  flatten  the  yield  curve  by  about  a 
percentage  point  and  take  some  steam  out  of  the  ARM  market.  (Chart  2). 

National  and  New  England  Housing  Markets 

Everything  considered,  the  interest  sensitivity  of  housing  is  still  quite  substantial.    On 
the  national  level,  a  one-percentage-point  rise  in  market  interest  rates  across  the  maturity 
spectrum  (everything  else  equal)  should  now  reduce  starts  of  single  family  homes  by  about 
50,000  units  within  a  year.    Indeed,  the  rise  in  interest  rates  in  1994  (1  3/4  percent  so  far  at 
the  long  end  of  the  market)  is  causing  the  loss  of  nearly  60,000  single  family  starts  this  year, 
compared  with  NAHB's  forecast  put  in  place  at  the  end  of  1993.    The  effect  of  higher  rates  is 
expected  to  cumulate  to  125  thousand  units  in  1995  as  long-term  mortgage  rates  rise  to  9 
percent,  one-year  ARM  rates  close  in  on  7  percent,  and  economic  growth  and  job  formation 
slow  down  as  well.    NAHB  expects  single  family  housing  starts  to  fall  below  the  one-million- 
unit  mark  by  the  second  half  of  1996. 

The  effects  of  higher  interest  rates  on  the  New  England  housing  market  are 
particularly  distressing.    Single  family  housing  starts  for  the  U.S.  staged  a  strong  recovery 
between  early  1991  and  late  1993,  rising  above  the  high  points  of  the  1980s,  and  the  national 
market  is  still  operating  at  a  healthy  level.    The  recovery  in  New  England  was  very  modest, 
however,  and  the  interest-rate  induced  slippage  since  late  1993  has  left  single  family  starts  for 
this  part  of  the  country  only  slightly  above  the  deep  cyclical  trough  hit  in  early  1991. 

Unfortunately,  tightening  of  monetary  policy  by    the  Federal  Reserve  hits  all  parts  of 
the  country  evenly,  despite  differences  in  the  condition  of  regional  economies,  and  mortgage 
rates  are  essentially  the  same  in  all  markets.    Any  additional  interest  rates  increases  will 
further  weaken  the  New  England  housing  market.    Indeed,  NAHB  is  forecasting  a  downslide 
in  1995  and  1996  that  will  approach  the  recession  lows  of  the  early  1990s.  (Chart  3). 
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CHART    2 


Interest  Rates 


FEDERAL  RESERVE  POLICY  RATES 
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HOME  MORTGAGE  RATES 
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CHART    3 


Single-Family  Housing  Starts: 
U.S.  and  New  England 


SINGLE  FAMILY  HOUSING  STARTS  IN  THE  UNITED  STATES 
Seasonally  adjusted  annual  rate 
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New  England  Single-Family  Housing  Starts 
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SUBCOMMITTEE  ON  CONSUMER  CREDIT  AND  INSUJL^MCB 

Hearing   on:    Cost   of   Credit   for  Consuim^m    and   Small    Dusinennea 
in    N9V   England. 


Presenter: 

Sunny-Srant  Harding, 
First  prinolpal 


Hording  &  Hording,  Inc.  (HHCC] 
fe  Pearl  Street 
Boston,  MA    02125-1846 
(617)   43G-C362 


I. 


OPEKINO 


1.  Addr©33  the  Honorable  Congroeenan  Joseph  P.  Kennedy 
II  or  the-  8th  District,  Massachuaetta 

2.  Distinguished  Subcommittaa  Meinbera 

3.  Fallow  Panel  Presenters,  gucctc  and  interested 
persons 

4.  Honor  to  be  asked  to  address  this  hearinq  on  a 
subject  matter  that  I,  pcroonally,  fool  quit© 

passionately  regarding  the  ramif ications  of  the 
subject  matter  that  brings  uc  togothor  today. 

ZZ.   CrAditibility  Stateaant 

1.  My  name  io  Sunny-Brent  Harding,  Firct  Principal 
Of  Harding  &  Harding,  inc.,  formerly  known  as 
Harding  &  Harding  Credit  Conoultsntc 

2.  HHCC  ifl  a  Landing  Industry  Consulting  firm    nndor  tha 
duspifciiuutj  oT  a    Fiiiaiioial  Scivices..   We  offer  four 
uervice  products  of  which  two  «rf»  dirftctly  purchased 
by  pilvaLe  aiiJ  puLliij  riiiajicial  institutions  and  the 
remainder  are  marketed  tn  both  i  nst.  i  tuLions  and 
Individual  cunsumurK. 

j.   As  a  result  of  one  of  the  cunisuiiiwi.  soivice  offerings 
I  am  currently  serving  as  tho  H^ias^srhiiKetts  Attorney 
Geneial's  Rcpi  cscntative  on  a  inortga<^e  review  panel 
charged  to  imvip.w  pot.p.nt.ifl]  lender  bias  among 
minority  mortgage  appli'janto. 

4.   It  is  in  the  role  of  a  Personal  Credit  Management 
practitioner  Vh«t  T  come  before  you  today  tO  Offer 
testimony . 

XIX.  Foous  or  Discussion 


The  most  visible  and  not-uble  effect  of  intoroet  rat* 
hikes,  which  in  my  opinion  are  first  tine  home 
b\jyarB 
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Haaring   on:    Cost   of   Crf^dit   for 

Consumors .    cont'd 

Tw»\,iniC)iiy  of  Sunny-Brent  Harding 

2  .   Topulationo  woot  advorcoly  of  f  octod  by  tha  hikiys 
with  rccpcoCE  to  accessing  homa  roortfjayea 

3.   If  time  permits  I  will  also  address  the  adv«L£iit; 

offcoto  of  intcroot  rato  hikoa  on  now  vorcua  used 

vehicles. 

IV.  Ettoet.0  of   int«r«st  hikea  on   Inooma  qualification*    for 
hoBO  nortgagea 

1.       Kotoworthy    affects    are    clearly    r«>alJ?.ftrt    hy    Inrjoma 
requirements   whereby    (Stm  Exliibii,   tuo.      l)  : 

a)  Uae    7%    for    $100,000.00   moirtgage   vs. 

TTsft  n%  for  anme  -  $68.88  month  difference 

b)  Income  qualif icati nns  fnr  7*  Is  $26,500.00  vs. 
Incwme  qwalif icationa  for  B%    is  $25,500.00 

V.  Effects  of  intaraat  hikoa  on  Sthnio  Dorrewers  and  Lov 
Tnaoma  Borrowers 

1.   Ethnic  borrowers,  i.e.   African  American  and 

Hispanic  (3ee   Exhibit   No.    2   and  Exhibit    No.    3) 

a)  Median  Family  Incom©  for  African  Amoricano  ia 
$24,014.00  (1390  Federal  Reserve  Bank  of  Boston 
Study) 

b)  Median  Inooiiic  of  Hiopanio  Origin  $22,330.00 

(1990  US  Department  of  Commerce  national 
figure?) 

t:)   Facitor  in  the  City  of  Bottton  low  incoina  ia 
$27,000.00  (1993) 

d)   Conttast  with  the  Massachusetts  Median  Income  wf 
$36,237.00  from  1500  US  Departw&nt  of  (Tommerce 
national  figures  (Sou   SxliiblL    No.    4) 

VI.  Effects  on  Homeownership  Xf f ordability 

1.  Therefore  comparable  firjures  betw<?»n  minor  i  ^i  ««  and 
Iww  iin.,uiiic  pctawjio  iiiJioatc  that  these  groups  ave 
the  moRt  mnrp.  vtjinarable  to  being  underserved  with 
respect  to  accessing  credit  for  homcownerchip  when 

i  nt.p.rp.Ht  rates  are  hikod. 

2.  Uaing  an  nveroge  income  baccd  on  the  above 
bLatleiLics  of  $24,300.00  the  home  aff ordability  by 
percentage  inrreasp  from  7*  to  9*  is  as  toliows: 

7%  6  $24,300.00  iy  npproximntely  SIOOK  mortgage 
8%  e  same  v  50K  mortgage 

Q%  e  n.nmp.  S  BOK 
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Uanring   oni    Co9t    of   Credit    for 

Consumers,    cnnfcl 

Tcotimony  of  Sunny-Br€>nt-  HArding 

VII.  Philoaophloal  Point  of  VJ  aw 

1.  Our  grtvernmant  made  a  commltmQnt  that  rtat-fts  back, 
to  WWii  whereby  homcowncrohip  bocaino  an  ali"?nnhlp. 
right  not  n   dream. 

2.  TAb]ing  a  discussion  on  inflation,  at  the  forefront 
of  economic  recovery  is  homeownership  which  spurs 
economic  growth  by  mtuaing  the  iob  markwL.   Civt^ii 
tho  fact  that  the  intereot  ratoc  havo  rie<an  C  fimon 
in  a  sianiticantly  short  period  meant:  that  rather 
than  being  on  tho  upcid©  of  th©  oconomio  hoi  1 
curve  or  recovery  we  could  very  well  Lw  poised  into 
nn  inflationary  mode. 

Time  permittingt 

V.    K«w  Vehiola  vs.  Uaad  Vshlala 

1.   Boston  Herald  nowcpapor  on  Satvirday,  October  8,  1994 
riee  Exhibit   No.  5)    regardiny  Ui«  n&w  FHMA  Desktop 
Homo  Counselor  software  use'd  to  «r:Rip.t  a  potential 
homeowner  to  reduce  their  debt  to  qualifying  for  a 
hnma  Tnortgage. 
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b.MoxImum  Monthly  Mortgage  Paymenla 
Based  On  Income 

I  he  loilowing  lablo  lloto  the  maximum  monlbly 
mofiaaae  oavmeni  you  are  allowed  depenamg  on 
yojr  annual  income.  Thg  labia  le  based  on  the  cfsdit 
idiiub  eiplainsU  yn  pagu  Z. 

Monthly  mortgage  payments  include  principal. 
mieiabt.  laAtfs.  aiiU  iiibuidM^e.  MuUydUB  leiiOeis  uHen 

rpier  to  these  expenses  as  PITI. 

II  youf  annuol  Inoomo  Ic  tho  omount  Meted  In  Iho 
(Iret  column,  your  monthly  principal,  Interssl, 
taxsE,  and  Inturanea  (PITI)  should  not  axceod  the 
Binount  In  the  second  column. 
1,  Income     2.  PITI  1.  Income     2.  PITI 


iiauuu 

iJ/bUU 

$i;4,uuu 

$doo,ou 

15,500 

387.50 

21.500 

612,50 

16,000 

400.00 

25,000 

625.00 

1G.600 

412,50 

25,500 

K.-57.50 

17,000 

425,00 

2e.ooo 

650  00 

17,500 

137,50 

26.500 

662.50 

16.000 

450  00 

27,000 

675.00 

ia.500 

'152  60 

27,500 

G87  50 

19.000 

47500 

28  000 

700.00 

19,500 

487,50 

28,500 

712  50 

20,000 

300.00 

29.000 

723,00 

20,500 

512.50 

29.500 

737.50 

21,000 

523  00 

30.000 

750.00 

21.500 

537  50 

.?,5.ono 

fl75  00 

22,000 

550.00 

40.000 

1 ,000-00 

22.500 

56?  sn 

4.5  nnn 

i.i?.5nn 

23,000 

575.00 

50,000 

1,250.00 

23,500 

587  50 

C.  Monthly  Mortgage  Payments 

The.  foHowinri  Iship  will  h<?lp  you  rnmparp  the  <;i7P  of 
monthly  mortgocjo  poymonts  with  various  interest  ralc"^. 

Ynii  shnijirt  bfi  aware  that  these  examples  are  estimates 
ot  the  principal  and  interest  ond  do  not  include  ruul 
estate  lax  and  insurance  costs. 


Full  Mortgage 

Amount;  $60,000  SSO.OOO  3100,000  3120,000 

11%  Interest  Rate 

^inyrfiir'H  S57imi   S762.40     1953  00   SIUSGO 

10<^  Intorost  Rote 

30yfl..rc1  ISI7  00    $70:"  00       tt'.7e  00    tlOr,:?  On 

O'VO  Interest  rioto 

30  yr  lined  $403. UU    iUI'VOU       1005,00       lOtiC.  C& 

84^  Intorost  Role 

30yri.r,o<j  S1AO,00    SS87(?0      J734C10      MSI, 00 

Tlh  lnt«r*al  Rat* 

JU  yl.  ln«U  $400.00    $033.00      leoeOO      1799  00 

iVt  IniervHI  naiv 

.inyrl„«.l  I3;2  20    $«0C0      SCJ7  00      IC44  40 


d.  Acquisition  Cost  Limits 

Tho  property  which  you  plon  to  purchago  mimt  hn 
within  MHFA'6  noma  acquisiliun  cu-Jt  liimlj.  Tlii.-jc 
Ill-nils  are  set  m  accordance  with  Fndnr.^l  Law  rtnri  vary 
dopciidiiiCi  on  the  geographic  area  m  which  you're 
hi  lying  and  ihB  type  nl  home  (1  -4  larr.'iy)  youre  Dur- 
chabing.  Tlic  auyuuiliun  cost  ineaiia  the  cost  of 
sr.riuinno  s  residence  Ifom  Iho  seller  as  a  completed 
unit.  MHFA'a  current  acauiailion  coat  limita  arc  defined 
In  the  accomp.inying  insert. 


e.  The  Coats  Ot  Settling  A  Loon 

Now  1^;  skn  a  '^nntS  limn  to  r-^nsirlBr  hnw  much  it  will 
cost  you  to  seitte  or  close  the  loan  should  your  appii- 
rjfiinn  Inr  a  mnrigaoe  from  IViMI-A  De  approvea. 

Clusiny  gv/rb  arc  uvor  and  dliuvo  ti  lO  JownpGymCnt 

'or  the  house  ana  generally  include  mortgage  appiiia- 
;ion  and  attorney  tees,  tilie  insurance,  f.rc  and  hazard 
insurance  (crotects  SOT.  lencer  anc  oorrower  '.'cm 
103303  due  10  lire  ond  other  ncurarc;  to  tho  hojcc), 
ncrtgaje  insurance  premiums  (see  seiow),  nnc  and 
recording  fcea.  standard  bank  octiicmont  oocic  and  a 
t^nk  or:5!n3i;on  lee. 

If  your  aowpaymcnt  on  tho  houco  'C  locc  ""an  255-0 
c  the  acquisition  cost  your  loan  must  do  insured  Cy 
an  approved  mortgage  inouror  Bocauco  of  ncroac- 
inQly  restrictive  private  mortqaqe  Irsu'ance  guidelines. 
MHFA  has  created  two  mortgage  insurance  a  tematives 
wiiiu'ti  lesull  111  a  bdvinijb  uii  your  iiii.ai  iiiu   1,35,6 
insu'a"ce  premium  and  do  not  repu  re  you  to  ►'^ve 
twu  iiiuMtlii  ul  pjyiiicMib  III  piincioa.,  mieiest,  texss 
ana  insurance  (PITI)  m  reserve  (see  also  morTage 
iiiiu'drutf  leview  section  on  page  6) 

The  cost  0*  mortgage  insurance  at  cbs  ng  wil 
depend  on  tne  amouni  of  your  dowrpiyrne-ii,  foi 
eiamp  p    f  you  make  a  Pownpayr-eni  -ang  rg  f'or^  5 
^  ■:  ,.nCci^;  -jf  lliii  acquiSiiiOii  eosi  ycu  ^^.^  jay  r-o'e 
-^'  mrir"QqQp  insiiranrp  fhan  yoii  will  if  yoi,  rriak.*  a 
j:«»ntayr-eni  of  between  '5  and  25  perce-t 

••\.  -lus'  pay  your  t.rst  yea's  cer  u."  at  the  ti-.e  of 
;  cii-g  a~3  'uture  renewal  premiums  will  Dc  .reluccd 
-  ^'^  ,r  mon'^-^'y  payment 

•^.;-,e-  a-;  o'  these  closing  eosi  exporsca  will  run 
•^..jvpp-  •.-;..r  and  five  percent  ot  the  mortgage  can 
'-«■  ZV.3 — ming  what  you  can  atloro  ano  rotng 
■.•"ifis  rp-;,,irp'Tients.  ynu  can  Deo.n  the  search  tor 
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Ft  c.(ii    :     HHZZ 


pj-j-«i^(T      .  1 


j^m-dir  ^^\'X^> 


BUILDING    DRIDUEb'    IN    lU^    COJOTOHITIKS'  TOU    SEBVICE 
rrcocuLac torn       Defining    tha    Non-Trodi rl Ann!    CraHirworthy    Borrovprn 


Bandouc   A.:       Profilp    nf    rhe    Non-Trflrti  tlonal 

Creditworthy  Borrower 


Median   Family    Incoma^ S/Q  676 


Hi*tiu    Fan*  11  y    Tnroma 


Jcjian    Family    Watvorth^  S     H'^  OOO 


Mcon  ?Qmlly  Hcrworth 


Vinnndnl    Annatn 


yiimnlal    TJeSta 


60.9% 


GS'.o% 


HiJInii   Niiinlier    of    Credit   Mnes      9 

3 
on  the  report 

PurccuL    wlLb    di:ll<(ueia  ^O'O    fO 

consumer  credit  accounts 

Psrrent  with  nome  public      ^-5 '^    JO 

3 
record  dofsults 

Percent    Meting    credit'  /  ^'  SvO 

hlnrni-y    giilJullaaa    for 
approval 
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Oct.  11  1994  ie:21=r  Fa"" 


From  :  HH22  RHONE  No.  :  617265S679 

Table  5.    Type  of  Residence— Households,  by  Total  Money  Income  In  1990,  Race,  i 
Hispanic  Origin  of  Householder-Con. 


lNu»nb«r«  In  tho.i**nri» 

Mi^uAhryiif  ■■  f\ 

(  Uara^  1001 

For  maaning  rA  ayinholi    aaa  larl) 

All 
houa*nfllda 

UtBT)ooiruA.noo(T.wcoiMn  rvtUano. 

inaJda  m.trtjnoiNan 

araat 

Tolal  money  incom* 

TouJ 

iiudda  Cftffai  otes 

OuialQa  cnvai  cliiaa 

1 

Total 

On.  mllliof. 

(Jidar  1 
fnlk>n 

TouJ 

On*  mlllton 
w  mora 

Undaf  1 
milliaA 

ntoiroool.lan 
a/aaa 

BtACK 

10  871 

1  too 

1    788 
1    C4a 
1  050 
908 
741 
COS 
813 
412 
378 

293 
107 
129 
132 
113 
98 
SO 

s> 

44 

23 
12J 

*^1B  676 

426 

>*24  314 

^       335 

8  835 

167 

463 

.0110 

8  220 

488 
849 
804 
S79 
833 
S31 
498 
404 
288 
233 

182 
121 
99 
9! 
71 
S3 
40 
24 

30 

9 

111 

22  330 
458 

27  972 
461 

a  134 
181 
422 

.0147 

t  M7 
1    1911 
1    414 

OCUI 
SS2 
79S 
85! 
C32 
53< 
372 
3«0 

277 
178 
118 
124 
104 
SB 
66 
49 
42 
23 
118 

20  121 

410 

26  044 
378 

9  178 
182 
488 

0119 

5  776 
424 

781 
714 
815 
684 
496 
487 
375 
271 
228 

176 
116 
91 
01 
88 
SO 
40 
24 
30 
9 
107 

22  737 
601 

28  389 
465 

8  285 

191 
422 

.0162 

•  223 
931 

1  OSS 
745 

629 

552 
434 
421 

326 
257 
209 

162 
09 
84 
62 
67 
32 
44 
23 
20 
12 
84 

17  476 
474 

23  531 
417 

8  4S5 

208 
483 

.0144 

3  313 
207 
636 
487 
363 
347 
289 
243 
206 
120 
102 

84 

SO 
47 
41 

22 
26 
17 
8 
9 
8 
41 

19  696 
832 

25  049 
566 

7  527 
233 

427 
.0200 

a  314 

671 
706 
408 
421 
974 
310 
302 
243 
182 
14! 

130 
69 
62 
56 

39 
30 
36 
21 
15 
12 
50 

18  160 
683 

24  329 
612 

8  769 

258 

.488 

.0171 

2  498 

218 
422 
342 
276 
2U 
197 
172 
145 
105 
79 

82 
42 
37 
31 
20 
18 
14 
7 
6 
5 
36 

19  616 
743 

25  336 
668 

7  63S 
271 
434 

.0231 

1    987 

eu 

047 
£80 

206 
176 
114 
120 
B! 
96 
67 

33 
22 
12 
5 
10 
2 
8 
2 
S 

14 

16  402 
660 

21  673 
704 

7  730 
346 
41S 

.0264 

616 
70 
114 
125 
86 
64 
72 
71 
63 
25 
24 

23 

8 
10 
10 
3 
6 
t 
1 
1 
1 
5 

20  113 
1  206 

24  172 
1  052 

7  502 
466 
.405 
0391 

2    744 
207 
3C0 
149 
233 
244 

:i7 

211 
206 
116 
131 

lis 
84 
61 
62 
47 
67 
22 
26 
22 
11 
51 

26  299 
665 

31  742 

770 

10  712 
372 
430 
0206 

2  463 
127 
246 
267 
262 
237 
226 
224 
167 
142 
124 

M 

65 
43 
50 
48 
25 
23 
18 
21 
3 

e< 

2«  068 
740 

32  663 
826 

9  169 

319 
.404 
.0232 

1    038 
1C9 

gee 
162 
154 

167 
154 
142 
162 
61 
100 

77 
84 
37 
56 
37 
36 
22 
21 
20 
10 
48 

26   444 

1    114 

33  98S 

954 

It   812 

478 

423 

.0248 

1  928 
66 

ISO 
195 
181 
166 
169 
167 
135 
114 
103 

60 
56 
39 

42 
39 
20 
19 
14 
19 
3 
56 

28  727  j 

1   186 

34   411 

937 

9  661 

371 

397 

.0260 

819 
160 
107 
91 
79 
77 
63 
66 
44 
36 
32 

36 
21 
14 

4 
10 
16 

6 
2 
1 
3 

21  617 
1   289 

26  a.S 
1    234 

6  660 
584 

.437 
.0366 

635 
41 
65 
72 
71 
49 
59 
37 
32 
27 
21 

la 
9 

a 
7 

7 
4 
4 
2 
2 

9 

21  444 

1  466 

27  376 

1  602 

7  561 
801 
.418 

.0516 

1    704 
902 
37! 

252  1 

169 
193 
80 
63 
60 
40 
36 

16 
20 
12 
9 
9 
8 
a 
1 
2 

8 

13  119 
932 

18  340 
767 

6  095 
688  939 

457 

$2C  000  ts  $2i  ees _.. 

$90  000  lo  834  998 .. 

S3^  000  10  $39  999                    

£40  003  lo  %t&  Q9g                        

$50  000  10  $5d  999              ,_  _     

5£it  000  10  S59  S99 

$30  000  lo  t6d.999 

$70  000  10  S7*  999 

MeOian  ir\co(n« 

Siiiaaffl  e"or 

Mean  mcomo 

ooiiafB.- 

doliafB,, 

aoliara.. 

doliafa.. 

Income  oat  roiiSBnoKI 

member  

Siar^flinj  error 

aomn.. 

aoiiBii.. 

.0349 

HISPANIC  ORIGIN' 

Tola! - 

Lew  t^an  E5  000 ,....._....— 

444 
42 

68 
70 
■     64 
46 
36 
31 
29 
IS 
7 

a 
5 

6 

4 
3 

2 

5 

18  3UJ 
t  453 

22  530 
1  596 

6  455 

647 
407 
0659 

$10  000  10  Si 4  999 ..,....■. 

$30  000  10  S34  909 

$35  000(0  539  999 -     .. 

$SS  000  to  S59  999  .................. 

$60  000  to  $6<  999        

$65  000  10  869,386  .................. 

$75  000  to  $79  999          .. , 

Medlar.  Incom. 

Sl«nflt!d  error 

doilaia.. 

Oolllft.. 

Oollaf».. 

doHlH.. 

Incom*  par  homeriolfl 

dcJlan., 

Sundart  «ffO/ 

Qlni  raiio 

Stl/ldard  •fTOr 

doll*™.. 

_ 

<P«r«sna  or  Hiapanlo  o«tQtn  *r\%f  b*  ei  wy  r»oe 
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BOSTON  PUBLIC  LIBRARY 


3  9999  05981  924  1 


From    :    HH22 


m 


PHONE  Nc.     :    6 1726566 "5 


Table  B-9.  Median  Income  of  Households  (In  1990  CPI-U  Adjusted  Dollars),  by  State:  1084  -  1990 


Alabama    . . . . 

AiasKa  

Arizona 

Arkansas 

Oaiiiomia 

Coloraao  . . . . 
Connecticul . . . 

Delaware 

Distriel  el 
Columbia  .  . . . 

Florida 

Gsorgia 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas  

KsniucKy 

Louisiana 

Maine 

Maryland 

Masaacnusetts. 
Michigan  . .  . 
Minnesota  .... 
Mississippi .... 

Missouri 

Montana 

Nabraska 

Nevada  

New  Hampshire 

Now  Jersey . . . 
New  Meuco. . . 

New  York 

North  Carolina . 
North  Dakota . . 

Ohio 

Okialioma  .... 

Oregon  

Pennsylvania  -  . 
Rhode  Island    . 

Souih  Carolina. 
South  Dakota. 
Tennessee. .  , . 

Texas 

Ulan 

Vermoni 

Virginia 

Washinglon . . . 
West  Virginia  .  . 
Wisconsin  .... 
Wyonning 


Median 
Income 


39  Z9e 
29.224 
a2.T66 
30.£90 
3e.?33 
38.670 
30.S04 

27,392 

29.685 
27.661 
36.921 
25.305 
32.542 
2B.92a 
27.2B9 
29.917 
24.780 
22.405 
27.464 

38,657 
36,247 
29.937 
31.465 
20.176 
27.332 
23,375 
27,482 
32.023 
40.805 

38.734 
25.039 
31.591 
26,329 
25,264 
30,013 
24,364 
29.281 
29.005 
31,968 

28,735 
24.571 
22,592 
28.228 
30,142 
31,098 
35,073 
32,112 
22.137 
30,711 
29,460 


Standard 
error 


$1,037 

1.627 

1,141 

981 

565 

908 

2,097 

1,113 

1,6S2 

454 
1.186 
1.414 

975 

724 
1.099 

986 
1.179 
1.213 
1.580 
1.572 

1.596 

828 

663 

t,028 

802 

1.394 

983 

1.128 

1.179 

1.313 

664 

1.048 
511 
556 

1.003 
720 

1,044 
966 
688 

1,175 

1,363 

ess 

869 

716 
1,018 
1,331 
1.048 
1.238 
1.142 
697 
991 


Median 
Income 


Standard 
error 


S22.434 

37.951 
30.099 
22.591 
34.703 
28.254 
44,608 
33,801 

28,197 

27,494 

29,030 
36,926 

25,ese 

32.991 
27.297 
27.694 
26,313 
24,541 
24,098 
29,746 

37.962 
38.036 
32.436 
31.816 
20,993 
27,929 
24,972 
27.741 
30.925 
39.560 

41.234 
23.823 
33.198 
27.833 
26,592 
30,689 
24.S46 
30.070 
30.240 
31.752 
25.084 
25.411 
23.833 
27.286 
32.377 
32  986 
36.961 
33,668 
22,648 
30,697 
31,116 


SI. 129 
1.452 
I.27S 
864 
691 
1.474 
1,678 
1,194 

1.070 

501 
1,076 
1,400 
1,004 

657 
1,077 

935 

957 
1.271 
1,957 
1,454 

1.251 
742 
833 

1,347 
SOS 
786 

1,382 

1,803 
999 

1,445 

999 

1,085 

477 

545 

952 

690 

1,303 

1.513 

721 

1.427 

1.116 
1.053 
1.376 

689 
1.069 
1.197 
1.270 
1.552 

889 
1.307 
1.359 


Median 
Income 


S22.03S 
3S.5T3 
Si.it>6 
22,286 
33.462 
28.962 
40.009 
33,702 

29,644 

26,069 
29,351 
36.486 
25.906 
32.619 
29.049 
26.953 
26.246 
21.994 
22.645 
29.169 

40,383 
36,694 
32.581 
32.136 
20.070 
26.900 
24.561 
27.796 
30.916 
38.254 

40.081 
21.319 
31.946 
26.974 
26.617 
30.648 
26.146 
30.656 
29.545 
32970 

28.209 
24.631 
23.042 
27.580 
29.071 
32.026 
36.070 
36.715 
21.382 
32.675 
29.168 


StandB'd 
error 


S1.00B 
1.307 

e3i 

760 

700 

1.420 

1.429 

1,289 

826 

S25 

990 
1.637 
1.109 

633 
1.029 
1.191 
1.274 

665 
1.629 
1,041 

1.321 

927 

671 

1,150 

981 

1.202 

916 

1.061 

1,056 

1,247 

727 
920 
738 
592 

1.115 
703 
835 

1.271 
549 

1.760 

1.271 
777 
1.124 
643 
1.004 
1.190 
1.457 
1.139 
1,027 
1.081 
1.210 


Msdian 
iricomft 


t22.705 
36.23S 
30.775 
21.661 
34.eS4 
30.461 
37.609 
33,646 

31.588 

28.175 
30.735 
40.294 
23.679 
31.161 
26.909 
25.530 
29.434 
23.785 
24.663 
27,152 

40.234 
37.094 
31,872 
32.309 
21,300 
27.291 
23,556 
26,770 
30,924 
37,206 

39,395 
23,683 
30,358 
26,186 
25.674 
29.653 
24,956 
26,807 
29,251 
32.551 

26.820 
24.336 
24.367 
28.442 
30.622 
29.241 
34.611 
31.431 
19.797 
30.338 
31.743 


Standard 
error 


S1.320 
1.722 
1.026 
t.iso 
eiu 
1.237 
1.567 
1.007 

1,478 

548 
1,588 
1.26 

960 

617 
1.086 
1.049 
1.035 
l.OBO 

987 
1.172 

1.597 

824 

833 

1.281 

1,037 

1.343 

919 

876 

1.298 

1.668 

914 
714 
525 
624 

1.041 
639 

1.017 

1,266 
622 

1,657 

1.307 

687 

915 

733 

1,374 

1,581 

1,165 

1,276 

895 

1,622 

1,677 


Median 
income 


S22.ei6 
37.393 
30,409 
22,3313 
34,bl>6 
32,427 
39.020 
30,559 

29.004 

27,246 
29.062 
34.587 
24,744 
31.615 
27.104 
26.793 
26.532 
23.700 
24.912 
27.934 

36.496 
36.180 
31.727 
31.534 
19.892 
26.146 
24.242 
25984 
31.264 
36.429 

37.821 
23.666 
29.643 
26,070 
25.649 
29.950 
24.981 
29.542 
26.390 
31.649 

26.197 
23,729 
21,771 
26.614 
31.341 
29.335 
35.438 
32.056 
10.634 
31.518 
28.005 


Standard 

error 


»1.2S4 
1.502 
1.016 
961) 
773 
1.333 
2.060 
1.532 

1.486 

570 

1.668 

1.572 

617 

729 

976 

910 

933 

1.251 

1.460 

1.229 

1.353 
711 
862 

1.S81 
626 

1.047 
911 
947 

1.213 

1,121 

822 

866 

527 

567 

897 

651 

1.157 

1,350 

675 

1.368 

1.045 

756 

1.189 

653 

1.070 

1.301 

1.298 

1.276 

1.166 

965 

1.121 


Median 
income 


S22.209 
42.249 
29.003 
21.167 
32,773 
•J4.232 
37.765 
27,913 

25.601 

25.925 
25.668 
35.178 
25.216 
30,209 
27.543 
25420 
27,980 
21.066 
25.726 
24.924 

36.606 
34.293 
29.446 
26.978 
19.937 
26.649 
24,580 
26.479 
28.271 
32.071 

37.631 
24.807 
28.714 
26.056 
25,757 
30.576 
25.757 
26.594 
27.789 
29.912 
24.337 
22.037 
21.595 
28.840 
30.656 
31.582 
34.532 
29.162 
19.414 
28.237 
26.821 


Standard  ] 
error  i 


Mojian  I 
inoomo 


J1.0B7 
1.630 
1.074 
964 
403 
1,247 
1.476 
1,759 

914 

470 

1,204 

1,919 

732 

613 

678 

747 

1,255 

948 

1,133 

1,034 

1,265 

798 

899 

1,431 

616 

640 

991 

1.083 

1.387 

1.479 

640 

1,305 

592 

484 

942 

636 

1.034 

1.430 

636 

1.175 

1.062 

814 

763 

706 

944 

1.245 

1.629 

1.036 

1.066 

1.421 

1.3BB 


521. 77i 
40.702 
26.051 
10.717 
31.010 
32.456 
37.677 
32.479 

25.672 

24.686 
25.139 
36.326 
26.532 
28.879 
26.643 
24.966 
30.982 
22.240 
23.837 
25.874 

37.371 
33,913 
28.889 
30,739 
19,410 
26,134 
24,576 
26.916 
32,425 
32,598 

34,941 
25,951 
27.709 
25.675 
26.129 
29.087 
26.603 
26.919 
25.594 
27.187 

25.548 
24.415 
21,111 
28.963 
29,004 
28,402 
33.367 
31.470 
21.187 
26.093 
29.959 
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Mo  supei*highway 

leads  buyers  home 

Computer  speeds  mortgage  process 


HOlJSINGUillMfE 


KENNETH  R.  HARNFY 

WABHira<n-ON  TIm-  .ijtiiuivi  ulg- 
gcal  Bourco  oi  iM»ni«^  mertituifu 
nnfinclny  Is  riUml  iu  Ulnn  slaU' 
of  Ihe-RTt  compiitiT  U-vhiiulupy  lo  ji  JPg- 
MH'iit  'jf  ll.r  liouainp  market  tlml'o  raroly 
,so(.'ii  11-  Neighborhood- hi*«w1  f>Ainmuriit> 
•  <•  gMilinilons  and  Ic'iilrrn  nci'ueo  Hid  oimih. 
II  y  w)iu  sjj».xl&II/'-  III  lurnliij:  l»*«ti  intom^ 
ftiiJ  uiliiorlly  rrnlrrfi  Intw  lirsl  lln\c  hftfne 
ou'iiers. 

l>iihbttl  ihr  "Djisklop  Honic  Omnsfilor." 
the  sy.-^irm  I9  the  t-ivialu"  v<f  F-uinle  Mae. 
the  FcUrrnl  NMlonol  Mortijdf:^  ASfiocla- 
Hum.  The  IrtcA  Is  lo  use  30j>hi«ilrAicd.  pro 
prlelary  softwure  lo  holp  potential  buycn 
■Tiialycc  v^hiit  ih^y  need  to  do  to  fiiinll/y  for 
«  mnrlpnge  thcy  CRfl  afford 

The  »y«trm  iJlo^wa  coiiBuinor?  lo  rn:rPBa 
Iheir  credit  rtji-jrt-  v  I^  ..UomcAlIy  In  *ec- 
v/ii'la.  t.-uui^Aic  th«lr  iDc&me  ind  dcbto 
iigilnat  tlic  normfl  rjiiAhUahod  (or  Io»v 
Ji.»vn  pAyn>r'nt  mAnjTKKC  pp«»>;rjiiii3.  and 
lo  u-ork  out  fiiitmcinl  plai^^  that  will  kcI 
U>i  lit  11. l(.  .■\  hni\n*  af  thtif  'j«n  fur.ii  tf 
il'f.  ninntli.1  dovwT\  the  roftd. 

Forl^  iiuii-proCU  ix«iimuuUy  hOMtlnK 
(P'Mjpn  nmunH  the  United  Siaic»  have  Just 
l^cffun  pilM-icsiliig  the  De^ittop  Cuuiiucii.r. 
Juul  ■iMoUici  ItKJui  mute  will  l^r  offrt-^il  ih^ 
soft^wnrr   -    free  of  ctiorgC  --  A*  CArly  6i» 

ucaI  Jaiuimy.  Piivftt^  a«lor  for-profti 
iiiuri(a(c-.f  UviKiii;  (~4^inpAJ\l&«  with  active 
n>lnorlly  iind  lowor-liicomr  putrrnrh  pro- 
RfMiito  (ilau  win  U;  utfrted  ilrt  flam*  ayt 
tviti  -  boi  At  4  fcft  fif  about  MOO  (or  ihy 
:««i/lwacx-  --  j»«At  MarcJ).  Fwinl*  Mac  will 
U*  yituwuiuiiiDC  »»oneA^  l«nd«rB  te  pro- 
vldo  pcnipnnJ  romputers  to  non-profU 
liL'vt.'ilMS  01  tronlf atlonj  In  th^lr  urea^  d*  n 
way  to  Increase  production  of  loans  to  ml- 
iiuilljf  iuhI  luwei'lnwmc  houaeholda.  Fan 
iilcr  &ji<J  itioilgAf«  b&nkera  aj«  undur  In 
creating  federal  (fovemmffil  pressure  to 
OKpaiJd  volume  In  ihi»  Hrld 

"Wc  iiao  Icchnotoffy  to  netid  people  lo  the 
■•iu.^11."  .>..ia  Julie  Uould.  l^annl/t  Murn 
vii  c  pi-Mldem  cA  eommunily  lending,  no 
why  not  use  it  to  help  proplc  who  may 
lt«vc  boon  dlscrlrnlnatr.rt  apalnal,  or  whusc 
I.M'ijuupr  bl.llU  \\KMf-  held  them  bocli" 
from  uttniiUiig  home  oviriorahip. 

The  Pcfihlop  Counselor  doe«  mn  origin- 
fttc  lo.iiu  ilsclf.  Iiifttrad.  it  (uflcllona  na  an 
iuiAlyllcal  tool  (or  hnuaing  eounsclorn  to 
advise  a^^licanis  on  whether  hour  nnri 
when  tlioy  c*n  aiicoeaafuJiy  npply  for  ft 
lOAn  (roiu  local  lenders.  Tho  hottslng  coun- 
selor rould  bo  tm  cmployao  of  n  i»oiiprolli 
p"oup  or  ai)  onipioyoc  of  a  murigage  bank 
Ipff  fifm  prtnlclpatlng  In  ihc  program. 

One  of  tho  pilot  uwra  of  iho  nyalcm.  Jim 
Whonlon.  (Ilrecior  of  lending  programi  for 
NclyhU/rlKfud  H-.uMiig  Oervleet  »/  Chi 
cagTJ.  calla  Deakiop  Counselor  -vory 
lniprc8«lvo"  Wiieatoii  saya  Ms  urganl/.a- 
tton  nlrcftdy  hkS  OMd  It  tn  help  pra-quiHfy 
ui  guldr  dosenB  of  lowAf  Ineame  morif  ogn 
npplic&nts.  DqviAJIy  Important,  hu  m^'^m.  it 
"tolU  you  u/h«r«  your  prohiemt  im*  — 


wlioihor  ll'»  dnllnquonclo*  un  your  croUll 
^ilrN  dnbia  dial  neod  r^atnuturlng.  'tr 
dou/n  paymaiit  uid  i.lo3lii(^oc4t  rajih  Ihul  ri 
not  gullu  eiiuuidi. 

To  floi  a  fool  lor  hou*  n<»«li(np  Cnunacl.ir 
woi  ka.  conaldar  thl«  hypulhulloiJ  oxamplc 
invoUifip  WfiMt  Roju.  A  brlrk  miuon  In 
<hc  f^lnv«lrmri  nrnik,  Ht  •wn«  abo\il  f'JA.IKiri 
u  yo»u.  L/aya  H&O  a  month  TtrA.  uJlfl  WQlUC 
tu  qualify  for  an  fntry-Jsvat  Jioiuc  coitliif: 
about  iM.fV>fl  Hm  p«i  lo  &  Jocti  non  profit 
hou>»lng  agoney.  anri  hpgina  thn  f^fiaktin) 
prfw^Aia  with  «  rouriflolop. 

Ualng  t>y»  pwigram  anftwArr.  15us  fl- 
nsnolal  pru/lla  la  vprrad  uui  nii  irrnrn  ■•• 
liquid  ajiaoiB  In  saWngt  anr]  rhrrking  nr- 
counLt  of  12.200.  nuH'Ilquld  assetB  tear  and 
fumJium  of  r.OOD.  Hit  revolving  dcbla 
lehargc  nooount/;  and  oar  loan)  carry  pay- 
mc-nU  of  S2U  a  month.  Cajih  on  hand  for  n 
dtm-n  paymont  is  Baaa'  12.200  in  the  banl< 
plus  a  (1.000  gift  [mm  Ma  father. 

No^il  alcp:  An  a^ordabtUly  anaJyalft  foi 
the  lou'ofT  down  pj^ineni  lo«ji  optluii 
avallablo  locally  —  a  Fajinle  Mf»*?  "3/2" 
'rommufdty  homo  hniyor"  mongaga.  Tho 
loan  u/D*dd  idtuuf  a  S  parc«nl  down  ptiy- 
meni  from  Bmis'  oum  KinH^  supplemcnlod 
bl'  1  ponmiii  dnu'i)  payment  en«h  fnuii 
eJNPwherc  The  comput«f  /m^Jyals  rovcolfl 
Inatonlly  thai  to  qu&ll/y  for  the  toti»  Kana 
want*  —  |53jno  at  B  porrenl  lor  8f>  yrar^  -■ 
hrll  need  to  cut  hla  ourront  monilily  tion. 
housing  debt  from  UU  to  SU^  Tliat'a  to 
moot  Iho  maxiTnum  dabt>i^Lnooina  ratios 
parmitled  for  the  loan.  >Iuo  ho  neod«  nn. 
other  tlJOO  u>  pAy  cloiln^  oosu 

The  oounaalor  noiv  movaa  to  Desktop's 
"U/hoi  ^TT  oltomailva  Analysis  (ormul, 
B&aa  Is  In  linp  for  a  10  percent  raise  next 
munih,  and  \\t'Q  getting  a  S^OO  bonua.  What 
docD  that  do  10  hia  altordabllUy  «quatlon^ 
In  Bocunda.  the  answer  Is  on  the  scruan.  If 
he  can  (nji  hJa  monthly  noi>*noiuilng  dobt  tu 
Just  saOG  and  come  up  with  fl.aoo  for  etos- 
tng.  he's  got  the  houaa. 

No^  that  ihe  prograra  doeant  solve  all 
of  Bobs'  flnanolaJ  pro&lama  for  him,  nor 
Oopo  It  dispens»  monay  But  In  the  wor\Ji 
of  pATinle  Mae'8  Gould,  "It  shows  yuu  huw 
far  aJong  on  Ihe  pAlh"  (to  cloalrtg  the  deal) 
yixj  are  —  and  offem  gMlrlancc  an  where  lo 
ullco  dobt,  nnd  hot*  munh  nior«  you  nocd 
to  SQvc.  "It  gl  was  poopto  hope.  It  oprnn  1  hrlr 
uj'GS  that  h«y.  yci,  this  Is  pu^ifhlp.  1  ran  rtn 
h.'  saJd  Ed  Flanason  of  MANNA,  a  Wiish 
Inglon.  D.Cbaiod  non-proftl  doveR>i»r'" 

Fannlr  Mae  expects  tho  Desktop  soft- 
woro  -  along  with  donated  prrannal  cotii- 
puien  -  -  to  producQ  a  big  surge  Ln  a/ford- 
:ibls.  (imf'tlrao  homf  ptirrhA:qr 
transaotlons.«spaelaiJy  In  urbAn  nplghhnr- 
hoods.  The  program  la  tied  Into  Fanniu  s 
new  higti-iooh.  "automated  underwriting" 
Inliiaiives  scheduled  (or  unveiling  next 
wrek.  Borroworv  who  are  helped  to  quaJlty 
via  Doskiop  may  be  ati}e  to  apply  for  — 
and  doao  —  their  loans  within  three  tu  five 
daya  via  Fannies  forthcoming  Automatod 
undorurrlilrvg  aystam. 

For  Information  on  the  Desktop  partici- 
pant cloaeat  to  you  call  1-800-7FANNJR 
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